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SECTION |
Introduction

The American credit union movement was established to meet the as then unmet financid needs
of individuals of modest means. Credit union movement principles were codified into law with
the passage of the Federd Credit Union Act of 1934 (FCU Act) which was enacted “to establish
aFederd Credit Union System, to establish a further market for securities of the United States
and to make more available to people of smal means credit for provident purposes through a
nationa system of cooperdtive credit, thereby helping to stabilize the credit Sructure of the
United States.”

Congress regffirmed the two Srategic imperatives of the FCU Act in the Credit Union
Membership Act of 1998. Firdt, it stated, “improved credit union safety and soundness
provisons will enhance the public benefit citizens receive from these cooperdive financid
servicesingtitutions”®  Second, Congress recognized the critical role of credit unions within the
financid servicesindustry. When discussing the unique nature of the credit union industry as not
for profit financid service providers, Congress highlighted the fact “ credit unions, unlike many
other participants in the financia services market, are exempt from Federal and most State taxes
because they are member owned, democraticaly operated, not-for-profit organizations generdly
managed by volunteer boards of directors and because they have the specified mission of

meeting the credit and savings needs of consumers, especially persons of modest means.”

! Extracted from Preamble, National Credit Union Act, June 26, 1934.
2 Public Law 105-219, Credit Union Membership Access Act, August 7, 1998.

3 Public Law 105-219, Credit Union Membership Access Act, August 7, 1998.
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Twenty-Firgt Century Chalenges

The twenty-first century will be characterized by rapid and dramatic change. Demographic and
technologica changes will have a profound impact upon the financid servicesindustry,
including credit unions. These changes will be characterized by increased demand for, and use
of, technology-driven financid service delivery systems as consumer expectations for

technologicaly ddivered financid servicesincreases.

Consumers, including credit union members, will be better informed and will have a greater
number of choices between financia service providers. Credit union members will expect the
speed and convenience offered by technologicaly based services. Credit unions must remain
competitive, not only with traditiond financia service providers, but with nortraditiona
financid service providers, which can now legdly market to consumers. Credit unions must

begin now, to project ahead and prepare for these and other changes.

NCUA Response

The Nationa Credit Union Administration (NCUA) must provide aflexible and innovative
regulatory environment that serves both as a catdyst for, and a facilitator of, changes within the
credit union industry. At the same time, NCUA must maintain a regulatory posture prepared to
dedl with potential greater risk exposure. The trend appears to be toward fewer, larger and more
complex credit unions. As credit unions become larger and more complex, the concentration of
risk aso increases, compared to the past when the risk was distributed among many small credit
unions. A balanced approach to this change is essentia to ensure aregulatory framework, which
supports credit union efforts to meet member expectations while remaining financidly sound.

NCUA'’s Strategic Plan sets a course of action designed to meet the needs of the credit union

movement aswell asthe consumer. Our Annua Performance Plan 2001 confirms NCUA'’s

“ Dedicated People Ensuring Safe, Secure Financial Accessfor All Americans.” 4
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commitment to the traditions and values of the credit union movement and specifies the seps we

will take in 2001 towards achieving safe; secure financia access for al Americans.

Hedlthy, prosperous credit unions, as we know them today, have their originsin a cooperative
movement that began in the early nineteenth century.® NCUA has been charged with the mission
of ensuring safe, secure financid access for dl Americans in the twenty-firg century (see page
21 for acomplete mission statement).> NCUA'’ s mission statement clearly establishes our
purpose and is derived from the preamble of the Federal Credit union Act of 1934.
NCUA has established five strategic godls, in the context of our vision and misson.® Smply
stated, these Strategic goals (see page 21 for the complete text of our goals) are:

» Promote afinancialy secure nationa cooperative credit system;
Promote anationa cooperative credit system offering competitive technologica services,
Promote a regulatory environment fostering credit union growth;
Promote universd financia access, and

YV V VYV V

Build aforward-looking human capitd infrastructure to support aflexible, universa
access, financialy secure and technologicaly competitive national cooperative credit
sysem.

NCUA god statements, as broadly stated outcomes, guide our programs and management
actions. ItisNCUA'sbdlief that, through the proper management of our actions, policies and
procedures, we will do our part to enable credit unions to successfully meet the challenges of the

new millennium.

In the following sections, we will describe the strategies and means NCUA will follow to meet
our strategic goads. NCUA'’ s budget is explicitly linked to the accomplishment of our Strategic

* Extracted from NCUA 1999 Annual Report, 20" Century Federal Credit Unions
> NCUA Strategic Plan 2000-2005, March 31, 2000.

6 NCUA Strategic Plan 2000-2005, March 31, 2000.
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gods and related budget data is included with the discussion for each of our strategic goals.
NCUA will use outcome (results) and output (products) measures as indicators of achieving our
gods. It should be noted, as with al regulatory agencies, the outcomes and results of NCUA's
efforts are achieved through the cooperative actions of others. Therefore, NCUA must
effectively and efficiently use regulations, supervison, examination and other indirect meansto
fadlitate a flexible environment for the operation of the national cooperative credit syslem while

keeping it safe, sound, and secure for al Americans.
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SECTION 11
Executive Summary

NCUA'’s 2001 Plan continues our evolution toward a more forward-looking organization, which
started with our Strategic Plan 2000-2005. Having just completed our first year under this new
grategic approach, NCUA'’s 2001 Plan provides us with the first opportunity to evauate its
impact. The results were generally good, but as with any work in progress, thereis till work to
be done. Our initid comments in this summary provide an assessment of the results achieved
with our 2000 Plan. We conclude our summary with areview of the follow-on actionsin our
2001 Plan (i.e., strategies, goals, and budgetary requirements) necessary to keep us on track to
meet our long-term strategic outcome gods.

2000 Plan Summary:
Future chalenges and changes compelled NCUA to take afresh ook at its respongbility to
credit unions and their members. The result was NCUA' s Strategic Plan for 2000-2005. Annua

Performance Plan 2000 was our first plan under our new, forward-looking strategic plan. It

required NCUA to focus on key issues (i.e., examination and supervision procedures,
technology, human resources, etc.) that affect credit union safety and soundnesstoday, and in the
future.”

NCUA 2000 Plan aso represented the firgt of the trangition planning years necessary to shift our
focus more outward and into the future. Systems, policies, programs and structure were put into
place to begin support for the initiatives to be undertaken in later years. Mogt importantly, we
began the difficult trangtion from smply tracking data for reports, to thinking and managing
grategicdly, usng the results of our annud plan asthe basis for change. For the year 2000, our
efforts and resources focused primarily on the more traditiona financid indicators of safety and
soundness. Additiondly, we began the initid planning for the necessary supporting resource
requirements (i.e., budget, personnd, training, Sructure, etc.).

"NCUA Annua Performance Plan 2000.
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The results of our firgt trangtion year were generdly postive. Of the 22 performance gods
established for 2000, 15 were met.2 The remaining 7 godls lacked a means of readily messuring
meaningful deta; however, we are devel oping appropriate measures and collecting datain
support of those measures. It should be noted that proper identification, selection, measurement,
and verification of resultsis one of the most difficult aspects of dtrategic plaming. Itisaso one
of the most important and, therefore, must be accomplished with care.

NCUA'’s personnd and budget in support of our strategic goals in year 2000 were as stated in the
chart below.

Actua Resource Utilization for Y ear 2000 (Full Time Employees and Agency Budget):

Strategic Goal Full-time Employees Budget $'s
God 1 —Fnancid Hedth 689.59 $86,421,522
God 2 - Information 35.75 4,772,370
Technology
Goa 3 — Regulatory Oversight 33.37 4,182,649
God 4 —Unived 115.69 14,498,590
AccesyBusiness Development
God 5 — Management & 119.93 15,029,727
Human Resources
Tota 994.32 $124,904,858

Note: Datais annualized based on November 30, 2000 actuals.”

2000 Pan Analyss:
In andyzing the results of the 2000 Plan, we ask oursalves a series of questions from two

perspectives. Thefirst serieslooks a credit union issuesin five areas. Are credit unions taking
appropriate steps to:

» Promote and provide accessto adl Americans,

» Ensure security and privacy of member information;

8 NCUA Semi-Annual Report, Mid-year Performance Report — 2000, July 15, 2000.

® NCUA November 30, 2000 Budget actuals data, Office of Chief Financial Officer, December 12, 2000.
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» Remain competitive in the marketplace;
» Enaure current and future technology based systems are safdly integrated with financid
services and,
» Enaurethey are prepared to handle risk resulting from future economic challenges?
Looking at the totd picture, are credit unions safe and sound?

The second series looks at NCUA initsroles as regulator and insurer/steward of members funds
infive areas. 1sNCUA taking appropriate actions to:
» Ensureit is properly organized to effectively and efficiently examine and supervise the
credit union issues above;
> Ensure employees have the right competencies, training and tools to examine and
supervise the credit union issues above;
» Ensureits regulations and examinations promote and facilitate credit union
competitiveness in the marketplace;
» Enaureit isadding economic value (For example: 1sNCUA focusing on the true aress of
risk and are the efforts expended in each area gppropriate for the identified risk?); and
> Enaureit isleading by example through its preparation for the economic, demographic,
legidative and technologica chalenges of the future.
The issues synergistic impact should determine if NCUA isfocused to the maximum extent
possible on providing the right environment, the right people, theright kills, the right toals, at
the right time, to accomplish the mission effectively and efficiently.

The 2000 Plan resultstell us severd things. Thefird is safety and soundness, from afinancid
hedlth perspective, iswell in hand — credit unions are financidly hedthy! Thisisvdidated by
NCUA'’s current measures, which look primarily at key ratios and other financia evauations
based on summarized data from the credit unions' 5300 Call Reports (credit union summary data
and ratios). Secondly, the 2000 Plan analysis draws attention to our current limited ability to
clearly demondrate through the measures in our Annua Plan how wdll credit unions are

managing forward-looking risk, given avariety of economic conditions. We should make it very

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 9
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clear at this point NCUA 2000 Plan assessment does not indicate credit unions are doing a poor
job managing their forward-looking risk. As previoudy stated, NCUA'’s 2000 Plan measures
focus primarily on past trends and retios limiting its ability to dearly demondrate forward-
looking results. Credit unions are required, by regulation and NCUA examination procedures, to

demondirate their ability to remain financidly sound under a variety of economic scenarios.

Thirdly, the 2000 Plan analysis identifies the potentia need for changes within our

organizationd Structure. This potentid need is derived from our inability in our 2000 Plan to
directly identify, assess and measure our organizationd effectiveness. However, NCUA isin the
earlier sages of defining and putting into place the appropriate structure, programs, personnd,
tools and technology to support needed changes.

Findly, the 2000 Plan analysis reiterates, as we expected, NCUA isin the early stages of its
trangition to a more forward-looking organization. The journey is not an easy one or one
accomplished over-night. Asaresult, NCUA must focus on future events possibly driven by the
economy, technology, demographics, legidative changes and/or other factors impacting the

overdl safety and soundness of credit unions during and after this trangtion.

In summary, while severa steps remain, NCUA is continuing its evolution toward amore
forward-looking organization in dliance with the cooperative credit union industry. NCUA and
al its employees are committed and dedicated to providing safe, sound, secure financia access

todl Americans.

2001 Plan Summary:
In our 2001 Plan, we took afresh look at our Annua Plan gods, aswdll as, our Strategic Plan

2000-2005. Thiswasto ensure continuity of purpose and intent. Simply put, we took a couple
steps away from the trees to see the forest and to make sure we were till focused on critical

issues. The following mgor changes were made during the development of our 2001 Plan.

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 10
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»  We added an introduction and organizationa history section to remind the reader of
credit union origins and their unique place in history, American society and the financid
servicesindudry.

>  We expanded the externd factor discussion to highlight the possible impact of externa
factors on our ability to achieve our goas, and to help formulate contingency plans,
where gppropriate. Note: Thiswill become an Office of Management and Budget
requirement for al plans developed after the year 2000.1°

» Wereformatted the document to include a numbering system, which more reedily
identifies and digns our drategic goas with our supporting annud drategies and goas.

»  Weincreased line spacing, smplified the organizationa format and diminated financia
service industry jargon and acronyms to improve reader friendliness.

» We more clearly tied together our strategic and annua gods and supporting budget
data® A chart showing historic and projected budget data for analysis is shown with
each drategic godl.

Projected Resource Utilization for Year 2001 (Full Time Employees and Agency Budget):

NCUA budget data was not allocated by strategic goal until year 2000. Budget datais therefore
unavailable for the years 1998 and 1999 as requested by the Office and Management Budget.

YEAR GOAL 1 GOAL 2 GOAL 3 GOAL 4 GOAL 5
FTEs 689.59 35.75 33.37 115.69 119.93

2000 [$ 86,421,522 | 4,772,370 4,182,649 14,498,590 15,029,727
FTEs 716.97 31.86 34.85 118.06 127.01

2001 [$ 97,547,570 | 4,935,332 4,741,658 16,061,973 17,280,046

Note: 2000 reflects November 30, 2000, data annualized; 2001 data € ements are

projections.

10 Office of Management and Budget Circular A-11, Preparation and Submission of Strategic Plans, Annual
Performance Plans, and Annual Performance Reports, Section 210.5e, July 2000.

1 White House Bulletin No. 00-04, I ntegrating the Performance Plan and Budget, June 6, 2000.
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Strategic Plan 2000 — 2005 Changes:

Four significant changes were made to our Strategic Plan 2000-2005. These changes are as

follows

» Strategic Outcome Goal 2.2 was combined with Strategic Outcome God 2.3 to diminate
duplication and re-emphasize the relationship between security and public trust. Both
gods dedt with emerging technology threats and public confidence in the safety and
soundness of credit unions, given these threats.

» Strategic Goa 5 was restructured to focus entirely on human resource management. This
restructuring clearly identifies and serves to emphasize the importance of human resource
management as necessary capita investments in support of credit union safety and
soundness. Additiondly, it servesto bring our plan in line with recent White House and
Office of Management and Budget guidance.1?

» Strategic Outcome Goal 5.2, which addressed the focus of NCUA'’ s examination and
supervision program, was eliminated because it duplicated similar issues addressed in
Goals 1 and 3 of our Strategic Plan 2000-2005.

» Strategic Performance God 5.3 called for the Strategic Management Council to present
budget recommendations to the Board by July 31, 2000. This was accomplished and the
god was deleted. However, to ensure the Strategic Management Process continues to
develop, NCUA Ingruction Number 9501, Annud Plan Implementation, isbeing re-
written to more clearly define the roles and respongbilities of the Strategic Management
Council (SMC). The new ingruction will require a SMC charter to be developed, the
council to meet quarterly, a aminimum. Mestings should be scheduled with sufficient
time to consider agency programs prior to annua and mid-year budget consideration by
the NCUA board. SMC membership will be examined to consder including dl regiona
directors and the SMC should review | SOC recommendations for compliance with
NCUA'’s Strategic and Annud Plans.

12 White House Memorandum, Actions to Further Improve Management of Federal Human Resources, June 9,
2000.
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SECTION |1

Origin and History of Credit Unions and NCUA*3

Formed to Provide Credit to People of Small Means:
From their early origins, credit unions were unique depository indtitutions creeted, not for profit,
but to serve members as credit cooperatives. The earliest financia cooperatives date back to the
beginning of 19th century in England. The founding principles of these origind “credit unions’
il exist today:

» Provide reasonable access to affordable credit;

» Democraticaly governed,

» One vote for each member;

» Member-elected board of directors; and

» Volunteer based.

Twentieth Century Growth:
It isthese founding principles, the enduring structure, that form the basis for the cooperative
spirit that has alowed credit unionsto grow and prosper through two centuries.

> 1n 1909, Alphonse Degardins helped a group of Franco- American Catholicsin
Manchester, New Hampshire organize . Mary's Cooper ative Credit Association--the
firgt credit union in the United States.

» On April 15, 1909, the Massachusetts Credit Act became law spurred by the attention of
Edward Filene, amerchant and philanthropist, and Pierre Jay, the Massachusetts Banking
Commissioner. The Massachusetts law served as abasis for subsequent state credit union
laws and the Federa Credit Union Act.

13 Extracted from NCUA 1999 Annual Report, 20" Century Federal Credit Unions
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> Inthe 1920’ s with the upswing of the U.S. economy, the credit union movement became
increesingly popular. People had more money to save and were able to afford products
such as automobiles and washing machines. However, they needed a source of
inexpensive credit. Because commercid banks and savings ingtitutions were not
generdly interested in providing consumer credit, credit unions began to flourish.

> 1n 1920, Roy Bergengren, a poverty lawyer, was hired by Edward Filene to manage the
Massachusetts Credit Union Association to promote the development of credit unionsin
that state. Within ayear, Massachusetts chartered 19 new credit unions.

> In 1934, Presdent Roosevelt sgned the Federd Credit Union Act into law, authorizing
the establishment of federdly chartered credit unionsin al ates.

> Inthe 1940s and 1950s, credit unions grew steadily and by 1960 credit union
membership amounted to more than 6 million people in more than 10,000 federd credit

unions.

» In 1970, the Nationd Credit Union Administration was crested to ensure reasonable
access to affordable credit for people of modest means, to charter and supervise federd
credit unions and to manage the National Credit Union Share Insurance Fund (NCUSIF).
In the independent credit union spirit, the NCUSIF was created without tax dollars and
capitalized solely by credit unionsto insure credit union depogits. The 1970s were years
of tremendous growth in credit unions. The number of credit union members more than

doubled and assets in credit unions tripled to over $65 billion.
» The 1980 swere characterized by increased flexibility in merger and fild of membership

criteriaand expanded member services. However, high interest rates and unemployment

inthe early 1980’ s brought supervisory changes and insurance losses. With the NCUSIF
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under capitalized, the credit union community caled on Congress to approve aplan to re-
capitalize the NCUSIF.

> In 1985, federaly insured credit unions through an act of Congress re-capitdized the
NCUSIF by depositing one percent of their sharesinto the NCUSIF. No taxpayer dollars
were used to re-capitaize the NCUSIF.

» During the 1990s, credit unions continued to experience hedthy growth in membership
and assets. The strong performance of the NCUSIF safeguarded its ongoing capability as
insurer of credit union deposits. Today there are more than 76 million credit union
members and credit unions assets exceed $425 hillion.

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 15
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SECTION IV
External Factors Assessment For Y ear 2001

Economic Assessment: The consumer market will be characterized by continuing mergers and

acquistions of commercid banks and thrifts, resulting in a concentration of large, powerful
ingtitutions. Nortraditiona financia service providers will enter the competitive fray. Old-line
brokers and financid managers will attempt to broaden their product mix. Product cross-sdling,
sophisticated credit scoring models and fee-based programs will be used to enhance profits
generated from the household sector. Credit unions, while using the capabilities of the new
technology, can emphasize their cooperative, nonprofit status, their common bond and the trust
they have developed with their membersto differentiate themsdlves from their competitors and
to broaden their apped to various segments of the community.

Legidative Assessment: The year 2000 was an dection year and like every dection year before
it, carries with it the potentia for a changing politica environment, which could impact NCUA
and credit unions. The results of the Congressiona and Presidentid eections may largely
determine the future of legidation that could affect credit unions and other financid inditutions.

For example, the future of privacy protection and bankruptcy reform could potentialy be largey
determined by which party controls the White House and the Congress.

A number of politicd issues are likely to carry over to the next Congress, including funding for
the Revolving Loan Program, bankruptcy reform and deposit insurance changes. Consderation
of deposit insurance limits will likely occur regardless of which party controls Congress and the
White House.

NCUA's Public and Congressiond Affairs (PACA) will be working to obtain permanent
supervisory authority over credit union vendors in 2001, to diminate the appropriations cap on
CLF borrowing and to gain additiond funding for the Community Development Revolving Loan
Fund. Additionaly, effortswill be ongoing to enhance the federd charter.
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Technology Assessment: With the rapidly increasing technologica innovations, credit unions,

and the financid industry, will be challenged to deliver expected financia servicesto cusomers.
While afew credit unions currently lead the field in providing interactive Internet service, in
generd, credit unionslagin integrating technology with financid services Some credit unions
are now providing wirdess banking service to members, and afew credit unions currently offer
biometrics for persona identification in conducting financid transactions. These types of
delivery services and many others yet to be implemented, may expand in the near future.

In generd, credit unions must provide desired financia services, using the technology members
demand, to remain competitive. However, with technology innovations expected to continue at a
quickening pace, credit unions must balance the other sde of the technology scale — potentia
increased risk to their operations. Appropriate internal and externa controls must come dong
with technology to ensure consumer privacy and security concerns are satisfied. The security of
records and systems, and the privacy of member information must remain atop priority. Credit
unionswill need to obtain the necessary resources, human and monetary, to protect the security
of their sysems while they are adopting new technologies. Further enhancements of technology
will place increasing demands on staff expertise, affecting the budget for compensation and
training. Computer hardware and software needs may further strain the credit union budgets.

Credit union officiaswill need to further improve information technology (IT) planning to
enaure they identify member and resource needs while dso achieving efficiencies — with

technology — to provide sufficient return to members.

Demographic Assessment: The face of the United States is changing & arapid rate. The

country’s population, in generd, isaging. Birthrates are declining, thus non-English spesking
immigrants fuel much of our population growth. Thisbrings adiversty of financid needs and
culturd perspectives to the market place. The gap between skilled and unskilled workersis
growing. Itisdifficult to hire and retain skilled labor, putting pressure both on service providers
and credit union employers. In many cases, the technologica revolution and changesin the
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work place result in the demand for new products and new service ddlivery options. Each of
these brings its own challenges, requiring credit unions to develop multifaceted business plansto
meet the varied needs of al segments of their existing and potentia memberships.

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 18
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SECTION V
Annud Performance Gods

NCUA Misson
Our chargeisto fogter the safety and soundness of federaly insured credit unions and to

better enable the credit union community to extend credit for productive and provident purposes
to dl Americans, particularly those of modest means.

We dtrive to ensure credit unions are empowered to make the necessary business
decisonsto serve the diverse needs of their members and potentiad members. We do this by
edablishing aregulatory environment that encourages innovation, flexibility, and continued

focus on atracting new members and improving financid service to existing members.

NCUA Vison

Working with the cooperative credit union system to provide service to al segments of American
society and to enable credit unions and their members to thrive in the twenty-first century.

NCUA Gods

God 1: Promote a system of financialy sound, well-managed, federdly insured credit unions
able to withstand economic voldtility.

God 2: Ensure credit unions are prepared to safely integrate financid services and emerging
technology in order to meet the changing needs of their members.

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 19
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God 3: Creste aregulatory environment that will facilitete credit union innovation to meet

member financid service expectations.

God 4: Enable credit unions to leverage their unique place in the American financid services
Sector to make service available to dl Americans who are not currently being served, particularly
those of modest means.

God 5: Enhance NCUA'' s organizationd ability to act proactively in asssting the credit union
community meet the challenges of the twenty-first century.

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 20
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Srategic Goal 1: Promote a system of financially sound, well-managed federally

insured credit unions able to withstand economic volatility.

Strategic Overview: NCUA must look ahead to help credit unions plan for economic volatility.

While overdl the United States economy has been strong and growing for the past thirty years,
there have been periods of inflation and high interest rates. Credit unions, for the most part, have
weathered these periods well. However, agood proportion of current NCUA and credit union
employees have never dedt with the chalenges of an economic downturn. To some extent, the
good economy and ardatively stable, lower interest rate environment can mask credit union
problems. If this changes, problems may surface. The more competitive environment, lower
margins, increasingly rate senstive members and new competition from non-financid entities

make the potentia effect of economic voldtility more pronounced.

NCUA through its examination and supervison program will work with credit union boards and
managersto identify existing and potentid financia wesknesses and to devel op effective
solutions. NCUA will provide flexible and facilitative regulatory guidance on emerging

financid trends to continue to foster amore forward looking view that encourages credit unions
to gart planning to aign their baance sheets to meet the threat of economic volaility and to
thrive during those times,

Risk-based review and flexible scope examinations will allow NCUA the flexibility to focus
examiner efforts on specific critica areas thereby increasing the economic value added and

efficiency of the agency’ s supervisory actions for credit unions.

Economic Assessment: Mg or economic issues face credit unions in 2001 asthey adjust to

changesin their balance sheets. These issuesinclude the impact of the increased percentage of
red estate loans as a percentage of total assets and the corresponding increase in longer-term
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assets on balance sheets. Additionally, credit union members are becoming increasingly
sengtive to market interest rates. If interest rates were to rise further, and especidly if they were
to rise quickly, the economic impact on a number of credit unions could be subgtantial. Credit
union attention to asset liability management, encouraged by new NCUA exam procedures,
should enhance credit unions ability to manage thisrisk, while meeting the needs of their
membership.

In arisgng interest rate environment, credit unions would need to raise rates on share depositsin
order to retain these depositsin light of the competition for these deposits. At the sametime,
those credit unions with long-term real estate loans on their books would be hard pressed to
increase rates on loans because those loans are fixed or re-price rdaively dowly, while the rates
on share deposits are impacted more quickly by economic interest rate changes. This could have
two primary impacts.  Firg, it could cause liquidity concernsif credit unions were not to raise
share deposits rates to correspond with competitive ratesin other financid inditutions.

Secondly, it could cause credit union earnings problems, if credit unions were to raise share
deposit rates, but could not raise rates as quickly on loans, especialy with red estate loans
already booked.

Boards of directors and credit union management need to be prepared to dedl with balance sheets
that have a high percentage of long-term assets, in arapid rising interest rate environment.
Further, credit unions need to be prepared for apotentid reduction in liquidity in arisng interest

rate environment, so the ability to provide loans to membersis not diminished.

Legidative Assessment: The Centrd Liquidity Facility isin grest need of amore redidtic
borrowing celling, if it isto continue to meet credit union expectations. For twenty years, the
ceiling remained a $600 million despite the tremendous growth in credit union assets during the

same period. Congress did lift the ceiling to the statutory maximum (gpproximately $22 billion)
for fiscal 2000 in response to Y 2K concerns, but it was lowered to $1.5 billion for fiscal 2001.
The cealling should be permanently increased to amore redidtic leve.
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Bankruptcy reform and other pending legidation may have afinancia impact on credit unions.

In addition, an emerging movement in some credit union circles to enhance and enlarge a private
insurance option for credit unions could affect the credit union system adversdly. Thereis
historica precedent of private insurance failure and those who are hurt by the failure quickly turn
to the federd government for relief.

Technological Assessment: The finandd services indudtry is moving toward enhancing thelr

brick, mortar and paper operations with more convenient, faster technologica service, primarily
through the medium of the Internet. Thisis evidenced by recent congressiona approva of
electronic Sgnatures and the completion of the first credit union al eectronic mortgage. A
growing number of credit union members want and expect the means to transact persona
finances dectronically in the convenience of their homes. It isessentid the credit union indusiry
stay competitive with other financia indudtries in providing these services.

NCUA supports credit unions need to implement these new technologies. Credit unions must
gopropriately baance the implementation of new technology while maintaining proper internd
and externd security controls.  An imbaance may cause problems for credit unions that have
not adequately planned and acted in thisregard. NCUA is modifying the examination program
to address the additiona risks associated with new technology.

Demographic Assessment: Much of the current wedth in the United States is concentrated in two

segments of the population, those born before World War 11 and those born immediately after,
“baby boomers.” Those born before the war tend to accumulate wedth and save it while those
born after the war accumulate wedlth and spend it. While income shows a moderate upward
trend, net worth has grown strongly. A continued rise in the holding of stock equity combined
with abooming stock market accounts for asignificant part of the rise in persond net worth.
Traditiond and nor-traditiond financid service providers will compete vigoroudy for a share of
the risng net worth.
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The older population segment historically is oriented to persona service and, asthey were loya

to one employer, tendsto be loyd to one financid indtitution. The baby boomer generation and

those following, have money to spend, are technologically savvy, shop for the best dedl, and

vaue convenient, consolidated financia services. In addition, many generation X (children of

baby boomers) credit union members and future credit union members have grown up using

technology and expect thistype of service. Credit unions of al szeswill need to meet the

chdlenge to retain members and maintain aleve of growth sufficient to replace outgoing

generations who were active users of credit union services.

NCUA'’s approach to safety and soundness recognizes the need for credit unionsto take

reasonable risks in order to meet member service expectations and attract new members.

Resource Utilization (Full Time Employees and Agency Budget):

YEAR TOTAL FTEs TOTAL % TOTAL $ TOTAL % ($)
2000 689.59 69.40% $86,421,522 75.50%
2001 716.97 69.69% 97,547,570 69.40%

Note: 2000 reflects November 30, 2000, data annualized;
2001 data elements are projections.

Strategic Outcome Goal 1.1: Ensurefederally insured credit unionsarefinancially

healthy.

Discusson: Asaregulator and insurer, NCUA playsavitd rolein ensuring the financid hedth

of credit unions. The examination and supervision program has been the primary vehicle for

accomplishing this. Our current examination and supervision process served uswell for many

years. However, we designed this transaction review process when credit unions were

predominately small and had smple operations. Asthe assets of the industry concentrate in our

largest credit unions and as those credit unions become more comple, it isimperative we adapt
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our supervision approach to these inditutions. This new supervison perspective will focuson
how the credit union manages its processes and plans for the future. Continuing to review only
transactionsin atypica large credit union may cause the examiner to missthe big picture.

Interest rate and liquidity risk are two mgor chalenges credit unions face, asis e-commerce risk
(security risks). Credit risk can aso become an issue depending to alarge degree on the
economy. It isessentid our examination and supervision process evolve to meet the needs of the
changing credit union indudtry.

Our current system will continue to work for and assst in the preservation of smal credit unions,
but the mgjor risk to the NCUSIF liesin our larger more complex credit unions. We must ensure
our examination and supervison efforts dlow usto stay ahead of the changing dynamics of the
credit union indudtry.

Performance Strategy and Goal 1.1.1;

Strategy 1.1.1: Develop, test and systematically update aflexible, yet comprehensive
examination process.

Crosscutting Strategy 1.1.1: Consult with, learn from, and, where appropriate, adopt the best

practices of other federd and state financid regulatory agencies.

Goal 1.1.1(a): Implement aflexible, baanced, and targeted risk-based examination process
and infrastructure.

Goal 1.1.1(b): Implement an Automated Integrated Regulatory Examination System

(AIRES) update to enhance the move toward a more risk-based examination process through

increased automation of the process.

Performance Strategy and Goal 1.1.2;

Strategy 1.1.2: Develop and implement an examiner-training program to support the forward-

looking examination process.
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Crosscutting Strategy 1.1.2: Participate in Federd Financid Ingtitutions Examination

Coundil training courses as a cos effective way for NCUA gaff to acquire skillsin
specialized aress.

Goa 1.1.2(a): Implement risk-based disciplines within the examiner career progression
gructure.

Goa 1.1.2(b): Implement forward-looking examination process training classes into the first

year of the examiner-traning curriculum and into training for current examiners.

Performance Strategy and Goal 1.1.3;

Strategy 1.1.3: Evaluate the corporate regulations in order to ensure any potentia future
changes address the continued safety and soundness of the corporate credit union network.
Goal 1.1.3: Complete areview of the corporate rule, NCUA Rules and Regulations, Part
704.

Performance Strateqgy and Goal 1.1.4:

Strategy 1.1.4: Develop congstent policies and procedures to evaluate net worth restoration
plans.
Goal 1.1.4: Implement an examination and supervison process designed to evauate credit

union net worth restoration plans.

Strategic Outcome Goal Performance Measures1.1:

Measure 1.1(a): Reduce the percentage of federdly insured credit unions with areturn on
assats (ROA) of less than 0.5 percent and net worth of less than 6.0 percent to 1.28 percent

(credit unions chartered less than ten years are not included).
Measure 1.1(b): Reduce the number of federdly insured credit unions with net worth less
than 6.0 percent to 2.00 percent (credit unions chartered less than 10 years are not included).
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Basdine/Expected Performance:

Indicator: 1996+ | 1997+ | 1998+ | 1999* | 2000* | 2001* | Trend
(Et) | () | (+-)

#CU's(ROA <05 & N/A 179 198 145 80 100 T

NW <6% to 1.28%)

% CU's(ROA <05& | N/A 159% | 1.80% | 1.36% | .77% | 0.96% | +

NW <6% to 1.28%)

#CU's (NW <6% to N/A 364 347 284 167 208 T

2.0%)

%CU’'s (NW <6%1t0 | N/A 3.24% | 255% | 2.67% | 161% | 200% | +

2.0%)

Note: Estimates for Y ear 2001 reflect the expectation externa factorswill result in anincrease
over Year 2000 measures for the number of credit unionsfdling below the earnings and net
worth thresholds. These externd factors include, but are not necessarily limited to, potentia
asset growth, potentia increasesin credit and/or actual credit losses, and/or other potentia 10sses
incurred by those credit unions currently operating at alevel margindly above the .50% return
on assats (ROA) and 6% net worth ratios. The past decade of strong financia performancein
credit unions has produced historically strong operating results that will be difficult to maintain
or improve. NCUA accepts that the extremely low average loan delinquency and charge- off
rates, sable market conditions, heglthy operating margins and high net worth levelsin credit
unions are subject to adverse change. It should be noted a protracted declinein generd
economic conditions and/or a persstent growth in credit union assets could result in ahigher
number of credit unions with net worth ratio below 6% and an ROA ratio below .50%.

+ Reguested by OMB if available
* Required by OMB

Data Source and Validation: The 6.0 percent net worth rétio percentage is from the prompt
corrective action provision of the Credit Union Membership AccessAct.  The 0.5 percent return

on average assets (ROA) is athreshold of less than optima credit union earnings. The numbers
of credit union percentages (1.28 percent and 2.00) percent are based on an anaysis of past
performance and consderation of what can be accomplished given available resources. The data
will be vaidated though the 5300 Call Report and the Examination System (EXM) database and
individua review of examination reports.
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Program Evaduation NCUA regularly evauates its progress toward achieving its gods.

Monthly management reports and quarterly board reports are used to communicate and discuss
progress on organizationa strategic and annual goal's and corresponding budgetary efficiency.
Additionaly each year, the Office of the Inspector Generdl selects and evauates different
performance measures for reiability and vaidity. During 2001, NCUA's Office of Inspector
Generd will accomplish an evauation of the Form 5300 for natura person credit unions and

Form 5310 for corporate credit unions as data sources.

Strategic Outcome Goal 1.2: Ensure credit union management isawar e of and positioned

to meet current and potential futurefinancial challenges.

Discusson: NCUA will strengthen its long range forecasting capatilities to better understand,
communicate and take supervisory action based on amacro-view of the indusiry. NCUA will
identify issues sufficiently in advance to help credit unions take action, when necessary, and
develop timely, cost effective solutions, when warranted. NCUA will develop a supervisory and

examination approach, which consders the bigger picture and a more forward-1ooking

perspective.

Credit unions must have volunteers and paid gaff with the knowledge, skills and abilitiesto plan
for increasingly complex operations and the chalenges of a volatile economic environment.

This critical need comes at atime when volunteers are sometimes difficult to find, keep current,
and retain. Without the gppropriate expertise, credit unions may see their competitive edge dip
and their ability to serve their members deteriorate. NCUA will work with credit unions, trade
associations and leagues to help ensure a competent, prepared credit union workforce and well-
informed, up-to-date volunteers.

Performance Strategy and Goal 1.2.1:
Strategy 1.2.1: Develop long range forecasting capability within NCUA.
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Goa 1.2.1: Provide better information to credit union managers and NCUA dteff related to
local, regiond, and national economic trends and potentia problem area.

Performance Strategy and Goadl 1.2.2:

Strategy 1.2.2: Develop ameansto integrate NCUA' s risked based forward-looking focus
throughout the credit union community.

Goa 1.2.2: Implement a program or process designed to effectively communicate NCUA’s
risked based forward-looking focus through examinations, information bulletins, |etters to
credit unions, etc.

Performance Strategy and Goal 1.2.3:

Strategy 1.2.3: Develop NCUA programs and encourage credit union initiatives to help
credit unions attract/retain volunteers and prepare credit union boards and staff to deal
with future challenges.

Goal 1.2.3(a): Work with credit union community to identify needs and areas where
NCUA can provide assstance.

Goal 1.2.3(b): Sponsor efforts such as internship programs, regiona workshops, adult
education credit union training curriculum, etc.

Strategic Outcome Goal Performance Measure 1.2:
Measure 1.2(a): Reduce the percentage of those federdly insured credit unions that remain
CAMEL code 3 for more than 36 months to 4% of operating federaly insured credit unions.

Measure 1.2(b): Maintain 75% of credit unions receiving a CAMEL management reting of 2
or better.
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Basdine/Expected Performance:

Indicator: 1996+ | 1997+ | 1998+ | 1999* | 2000* | 2001* | Trend
(Est) | (Bst) | ()

# Federd insured N/A 11,238 | 10,995 | 10,629 | 10,43 10,25 -

credit unions

FICU’swith N/A 673 567 462 451 420 +

CAMEL 3> 36

months

% FICU’swith N/A 6.0% 5.2% 4.3% 4.3% 4.1% +

CAMEL 3>36

months

Management N/A 6819 7785 7803 7674 7798 +

Rating 2 or better 59.86% | 69.27% | 70.97% | 72.19% | 74.73%

+ Requested by OMB if available
* Required by OMB

Data Source and Vdidationn CAMEL ratings are assgned in conjunction with an examination or

supervison contact at a credit union. NCUA examiners assgn CAMEL ratings for federa credit
unions. In the case of federally insured state chartered credit unions, the CAMEL rating is
assigned by the state supervisor and isreviewed by NCUA. Refer to Data Source and
Validation comments under Strategic Outcome Goa 1.1.

CAMEL code 3 represents performance that is flawed to some degree and of supervisory
concern. Key performance measures are generaly flat or negative to such a degree that safe and
sound operations may be adversdly affected. CAMEL code 3 credit unions are only nominaly
resstant to the onset of adverse business conditions and are, generdly, not prepared for potential
financid chdlenges.

Strategic Outcome Goal 1.3: Maintain the healthy performance of the National Credit
Union Share Insurance Fund (NCUSIF).

Discussiont: In the independent credit union spirit, the NCUSIF was created in 1970 without tax
dollars, capitaized solely by credit unions. In 1985, the NCUSIF was re-capitaized by federdly
insured credit unions depositing and maintaining 1.0 percent of their share depositsin the
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NCUSIF. The deposits are carried as an investment on their balance sheets. The NCUSIF totdl
balanceis maintained at or near 1.30 percent of federally insured credit union deposits.
Therefore, the NCUSIF is funded and owned soldly by credit unions and their membership. The
ongoing hedthy performance of the NCUSIF, reflected by no or minimal losses, is essentid for
the continuation of the independent credit union movement.

Performance Strategy and Goal 1.3.1:
Strategy 1.3.1: Continue to complete examinations promptly and maintain a queity

examinaion program.

Goal 1.3.1(a): Complete 90% of dl federdly chartered credit union examinations within 45
days of the beginning of on-gite activity.

Goal 1.3.1(b): Conduct qudity control reviews on agatisticaly vaid sample to achieve a
90% confidence retio.

Performance Strategy and Goal 1.3.2:
Strategy 1.3.2: Manage NCUA supervision program o federdly insured credit union

problems are recognized and resolved promptly.

Goal 1.3.2: Manage NCUA supervison program o the percentage of federdly insured
credit unions that remain CAMEL code 4 or 5 isno more than 1.1% for 12 months and no
more than 4.5% for 24 months. No more than 4.5% of federally insured credit unions will
remain CAMEL code 3 for more than 36 months.

Performance Strateqy and Goal 1.3.3;

Strategy 1.3.3: Ensurejoint examinations and risk reviews are sufficient to evauate the
safety and soundness of federally insures state chartered credit unions.

Crosscutting Strategy 1.3.3: Coordinate with state supervisory authorities to ensure joint
examinations and risk reviews are sufficient to evauate the safety and soundness of federdly
insured state chartered credit unions.
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Goa 1.3.3(a): Implement ameans or process to ensure joint examinations and risk reviews
are sufficient to evauate the risked- based forward-1ooking issues concerning safety and
soundness of federaly insured state chartered credit unions (FISCUS).

Goa 1.3.3(b): Perform insurance reviews of at least 12.0 to 15.0 percent of the federaly
insured state chartered credit unions in each state.

Strategic Outcome Goal Performance Measures1.3:

Measure 1.3(a): Maintain the insurance loss ratio tentyear average below $0.30 per $1000.00.
Measure 1.3(b): Maintain NCUSIF equity ratio above 1.30 percent.

Basdine/Expected Performance:

Indicator: 1996+ | 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est) (Est.) (+-)
NCUSIF equity ratio N/A 1.3% 1.3% 1.3% 1.3% 1.3% +

NCUSIF 10-year loss N/A $0.32 $0.28 $0.22 $0.17 $0.09 +
per $1000

+ Requested by OMB if available

* Required by OMB

Data Source and Vdidation: The above data comes from the 5300 Call Reports/Share Insurance
Report prepared by the Office of the Chief Financid Officer. The records of the Nationa Credit
Union Share Insurance Fund (NCUSIF) are maintained using generaly accepted accounting
principles (GAAP), which include the establishment of estimated ligbilities, accruas, and
deferrdsto fairly represent the balance sheet and statement of operations. The NCUSIF
edablishes aliability for estimated |osses from insured credit unions, which are troubled,

merging, or liquidating. The amount of insurance loss is the difference between the amount of
ligbilities for losses on the fund’ s balance sheet and the actua amount needed, which is based on
an ongoing analyss systematically completed by the Office of Examination and Insurance.
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An effective supervison and examination program, good credit union management, and a robust
economy directly impact insurance losses. A system of interna controls ensures the accuracy of
the financid statements. Additiondly, amgor certified public accounting firm annudly audits
the fund. This externd review includes areview of the financid statements and the adequiacy of
the fund’sinterna controls. A certified public accounting firm has rendered an unqudified

opinion (no recommended actions) for the last 16 years.
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Srategic Goal 2: Ensure credit unions are prepared to safely integrate financial

services and emerging technology in order to meet the changing expectations of
their members.

Strategic Overview: Thisgod relates to the need to prepare credit unions to mest the technical

expectations of its members and to attract new members. Credit union competitivenessis akey
component of credit union safety and soundness. NCUA has an important role to play in this
crucid chdlenge. NCUA will:

> Keep its own staff members and credit union management abreast of emerging
technology and its gpplications to the financid services industry through aggressive
programs for education, training and information sharing.

> Ensure established procedures dlow the integration of technology, asit becomes
available, through forward-1ooking, flexible and innovetive policies.

» Ensure examination procedures alow for and are able to evauate the inclusion of
emerging technology in credit union operations through the development of adaptable,
modular, forward-looking risk- based examinations.

» Work and partner with other agencies to understand, promote and leverage emerging
technology for the advancement of the credit union movement.

Economic Assessment: Economic and financia stresses may cause NCUA to shift prioritiesto

address more immediate credit union financid hedlth issues, thus giving less atention to longer-
term technology issues. Should economic and financia stresses actually occur, NCUA and
credit unions will need to balance financid hedth issues with matters of longer-term technology
services as both relate to credit union safety and soundness. Alternatively, economic and
financia pressures may require credit unions to quicken their adoption of technica change.

Thelr great success in deding with Y ear 2000 computer issues indicates credit unions have the
will and capabiility to respond to technology chalenges. Regardless of the direction of economic
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trends, credit union member expectations and competition from other financia service providers

for members business will ill be present.

Legidative Assessment: Presently, the other financid regulatory agencies have permanent

authority to review the operations of vendors providing cyber-financid servicesto financid
inditutions. NCUA was able to obtain the same authority through the Examination Parity Act of
1998, but on atemporary basis. A sunset provison in this Act means NCUA authority lapses on
December 31, 2001. NCUA will seek legidation to make this authority permanent. Without the
authority to review vendors, NCUA would be hampered in its ability to identify and messure
information systems and technology (1S&T) risks. The vendor 1S& T examination program will
permit the agency to proactively address current and emerging issuesin IS& T security, controls
and operating procedures. Without the remova of the sunset provision, NCUA will have no
authority to participate on Federd Financid Indtitutions Examination Council (FFIEC) jointly
conducted vendor examinations nor any authority to disseminate FFIEC vendor reports to credit

unions.

Severd billsrelated to a consumer’ sright to financid privacy are working their way through the
legidative process. They include Consumers Right to Financia Privecy Act, H.R. 3320,
Depostory Ingtitution Consumers Financid Privacy Enhancement Act of 199, H.R. 1339 and
Electronic Disclosures Ddlivery Act of 1999, H.R. 2626. In generd, this legidation addresses
protection of the confidentidity of customer financid information. As reflected in the efforts of
their elected representatives, use and protection of financid datawill be akey concern of credit
union members and potentiad members.

Technological Assessment: Financid service indiitutions have recognized the benefits of

emerging technology and are integrating it into their operations as an important eement of their
busnessmodd. Internet based services enable credit unions to offer additional products and
sarvices to their membership. Credit union members may find dternative providersif credit

unions cannot keep pace and offer competitive services at reasonable prices.
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Demographic Assessment: In the padt, traditiond credit union members used computers

sparingly. Today, technology is an integrd part of many younger members and younger
potentiad members lives. The younger generation grew up using computers for schoolwork,
play, e-mail, business gpplications, the Internet and financid services. The younger generdtion is
the future of the credit union industry. If acredit union cannot provide financid servicesto meet
their desires, they will look elsewhere. In a competitive environment with eectronic commerce,
the fight to retain the member’ s attention and patronage will be amgor chalenge facing credit

unions.

Consumers are opposed to financia indtitutions sharing information about them with third parties
without permisson. However, sharing of information may be essentid for the partnerships and
credit union grategic aliances to provide the kind and variety of services needed to meet
member demands. Credit union processes to ensure member confidentiaity will be crucid as
will be member education regarding confidentidity.

Resource Utilization (Full Time Employess and Agency Budget):

YEAR TOTAL FTEs TOTAL % TOTAL $ TOTAL % ($)
2000 35.75 3.60% $4,772,370 4.20%
2001 31.86 3.10% $4,935,332 3.51%

Note: 2000 reflects November 30, 2000, data
annuaized; 2001 data € ements are projections.

Strategic Outcome Goal 2.1: Ensure credit unions have access to infor mation about

emerging financial service technology and use thisinformation to integrate innovative
technology planning, contracting, deployment, and support within the credit union
framework.
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Discusson: Many credit unions are making substantial progress integrating financid services
and technology. Others face impediments such as lack of technica expertise or financid
resource limitations. NCUA believes it must be an active participant in providing credit unions
with access to pertinent information. NCUA will facilitate information exchange and lead the
way through its own planning, development, and sharing of information and successful concepts.

Performance Strategy and Goal 2.1.1;

Strategy 2.1.1: Develop a means to enhance examiners and other NCUA gtaff understanding
and use of technology

Goa 2.1.1: Assessdaff needs. Implement information sharing systems, encourage Saff
participation in technology focused conferences, assgn staff to work with forward-1ooking
credit unions, develop education programs focused on meeting staff needs, etc.

Performance Strategy and Goal 2.1.2:
Strategy 2.1.2: Develop a means to share technology information with examiners and credit

unions.

Goal 2.1.2: Develop improved ways to share information regarding best practices, contact
points, resources, etc., with examiners and credit unions. Promote better use of the intranet
(for examiners), Internet, interactive training, distance learning, etc.

Performance Strategy and Goal 2.1.3:
Strategy 2.1.3: Develop an environment and/or means to encourage the use of technology

plans by credit unions.
God 2.1.3: Use the e-commerce checklist and/or other means to encourage the development

and use of technology plans by credit unions.

Strategic Outcome Goal Performance Measures 2.1:

Measure 2.1(a): Increase the number of credit unions offering interactive services by 10%.
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Measure 2.1(b): Increase the number of credit unions offering eectronic bill payment and

presentation services by 5% per annum.
Measure 2.1(c): Increase the number of credit unions having technology plans by 5% per

annum.

Basding/Expected Performance:

Indicator: 1996+ | 1997+ | 1998* | 1999* 2000* | 2001* | Trend
(Est.) (Est.) (+/-)

# of CU’soffering N/A N/A 484 977 1400 1600 +

interactive services

# of CU’s offering bill N/A N/A N/A N/A N/A 237 +

payment services

#of CU’ shaving N/A N/A N/A N/A N/A 1100

technology Plans

+ Requested by OMB if available
* Required by OMB

Data Source and Vdidation: 5300 Cdl Report System. Interactive services are defined on the
Call Report.

Strategic Outcome Goal 2.2: Promote public trust in credit union deployment of emerging

technology and in credit union ability to provide secur e systems.

Discusson Public trust is essentid to the ability of credit unions to grow and to provide service
to their members. As emerging technology enhances or changes the transaction means available,
members will desire these capabilities from their credit union. Credit unions, to remain
competitive, will deploy this emerging technology. However, any negative perception or
publicity resulting from the implementation of this technology may directly impact credit union
ability to enhance services, retain members and attract new ones. It is therefore important the
generd public perceives credit unions asreliable, safe, secure guardians of financid assets.

NCUA asthe regulatory oversight agency has the explicit task of overseeing efforts to uphold
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this public trust and to prevent any potentia adverse impact upon the Nationd Credit Union
Share Insurance Fund (NCUSIF).

Performance Strategy and Goal 2.2.1:
Strategy 2.2.1: Develop flexible, innovative and secure information technology control

policies rdaed to safeguarding member informetion.

Goal 2.2.1: Implement flexible, innovative and secure information technology control
policies.

Performance Strategy and Goal 2.2.2:
Strategy 2.2.2: Develop a comprehensive system of communicating technology threats,

issues, and vulnerabilitiesto Al credit unions.
Crosscutting Strategy 2.2.2(8): Work with the Federd Financia |ngtitutions Examination
Council to develop a common gpproach to emerging technology thrests.

Crosscutting Strategy 2.2.2(b):  Enhance partnerships with law enforcement and other

financia agencies to develop common approaches to combating technologica security
threats.

Goal 2.2.2: Implement a comprehensive system to communicate technology threets, issues,
and vulnerahilities using regulatory derts, letters/bulletins to credit unions, NCUA webste
and the e-commerce checkligt, etc.

Performance Strategy and Goal 2.2.3:

Strategy 2.2.3: Develop a comprehensive and detailed examination program to evauate the
eectronic financid services area, including security risk, privacy, and compliance issues, etc
Crosscutting Strategy 2.2.3(a): Use Federd Financid Inditutions Examination Coundl

(FFIEC) agencies as resources in matters related to examiner training and examination
program procedures. This may include detailing management and field saff to FFIEC
agencies for eectronic financid services and information technology training.
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Crosscutting Strateqy 2.2.3(b): Usethe Federd Financid I ngtitutions Examination Council

Information Systems Handbook as atool for sharing best practices and for developing
common procedures, where appropriate.

Goal 2.2.3: Use methods such as the three-phase e-commerce checklist to evauate the

eectronic financid services areq, including security risk, privacy and compliance issues.

Performance Strategy and Goal 2.2.4:

Strategy 2.2.4: Develop the expertise to evauate credit union e-commerce programs and the
security of thelr systems.

Crosscutting Strategy 2.2.4: See Crosscutting Strategy 2.2.3(a) and (b).

Goal 2.2.4: Implement, upon NCUA Board and SMC approval, the appropriate technology
programs for examiners and implement training for risked- based examinations.

Performance Strategy and Goal 2.2.5;

Strategy 2.2.5: Develop ameansto evduate the financia soundness and security of credit
union information technology service providers (vendors).
Crosscutting Strategy 2.2.5: Continue cooperative efforts with the Federd Financid

Interagency Examination Council. Joint Internet provider vendor review is one of the
cooperdtive efforts of the Supervison Sub-Committee. Thisis useful for NCUA as some
vendors serve both banks and credit unions.

God 2.2.5: Implement a program to evauate the financia soundness and security of credit

union informeation technology providers.

Performance Strategy and Goal 2.2.6:

Strategy 2.2.6: Implement acomprehensive training program for specidization of corporate
examinersin dectronic financid services, risk, privacy, compliance and evauation issues,
techniques and procedures

Goal 2.2.6: Provide training opportunities for corporate examinersin eectronic financia

savices.
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Strategic Outcome Goal Performance M easures 2.2:

Measure 2.2(a): Reduce the percentage of credit union websites without posted privacy
statements by 10%.
Measure 2.2(b): Increase by 10% the number of credit union members using transactiond

websites.

Basdine/Expected Parformance:

Indicator: 1996+ | 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est) (Est) (+/-)

% Websitesw/o N/A N/A N/A N/A N/A N/A

Privacy Statements

% Increasein # of CU N/A N/A N/A N/A N/A 10% +

membersusing

transactiond websites

+ Requested by OMB if available

* Required by OMB

Data Source and Vdidation: NCUA’s 5300 Call Report System. Measure 2.2(a) will be
incorporated in afuture 5300 Call Report update. Measure 2.2(b) was incorporated in the
December 2000 5300 Call Report update. Thus, no basdline datais available for estimates & this

time.
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Srategic Goal 3: Create a regulatory environment that will facilitate credit union

Innovation to meet member financial service expectations.

Strategic Overview: Credit unions are facing increasing competition from new and unexpected

sources. Shifting member expectations resulting from changing demographics further
complicate the new compstitive environment. Credit unions must be aware of member and
potentid member expectations and prepare to meet those expectations by being competitive
without sacrificing the traditiond credit union member service focus. The comptitive landscape
will continue to change requiring clear, decisive leadership, direction and focus to maintain a

hedlthy, strong credit union system.

NCUA will:

» Deveop policies and procedures that facilitate credit unionsin providing financia servicesto
meet the changing expectations and demographics of credit union membership;

> Continue to recognize each credit union is unique and must, in a highly individudized way,
be flexible, innovative, and respongve to its members; and,

» Continue its focus on adrategy of flexible, facilitative regulations, policies, beneficid
examinations, cooperation and partnerships, and effective communication & dl levels.

Economic Assessment: NCUA will evauate flexibility in regulations in order to dlow credit

unions to adapt to demographic changes and changes in the financia market place. NCUA will
continue to recognize the need to alow credit unions to take reasonable economic risks in order

to serve their members, asthey expect more and diverse financid services,

Legidative Assessment: Antitrust legidation is needed to exempt credit union mergers from
antitrust reviews by the Federal Trade Commission and the Department of Justice. This change
will enhance the ability of credit unions to expand through mergers.
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Technological Assessment: Technology is changing repidly. Regulatory and legidative

initiatives must keep pace with the implementation of new technology by credit unions. This

will ensure the regulatory environment for credit unionsis flexible and facilitates the

implementation of technology, while maintaining Nationa Credit Union Share Insurance Fund

safeguards.

Demographic Assessment: In the padt, credit union members exhibited a high degree of loydty

to a specific credit union. Attractive interest rates and competitive services offered by other

inditutions have made member loyaty aless significant factor for retaining business. In

addition, new technologies dso have increased choices for consumers. Credit unionswill find it

crucid to better tailor their products to member expectations in a very competitive environment.

The changing work environment will drive changesin ddlivery sysems. As more people

telecommute, there may be less reason to have brick and mortar credit union branches.

Individuas with fewer ties to one workplace, or those working out of their home, will want

access to financia services through their home telecommunications networks or through
conveniently located kiosks. Kiosks may be more attractive to the underserved that may fed

unwelcome in traditiond large brick and mortar ingitutions. NCUA and credit unions need to

understand changing markets. NCUA will strive to provide the regulatory framework to support
dl credit unionsin their efforts to be safe, sound and highly member focused.

Resource Utilization (Full Time Employees and Agency Budget):

YEAR TOTAL FTEs TOTAL % TOTAL $ TOTAL % (%)
2000 33.37 3.40% $4,182,649 3.70%
2001 34.85 3.39% $4,741,658 3.37%
Note: 2000 reflects November 30, 2000, data

annualized; 2001 data €lements are projections.

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 43




Nationd Credit Union Adminigtration Annual Performance Plan 2001

Strategic Outcome Goal 3.1: Assig credit unionsin under standing the impact of changing

demographics and in positioning themselves to addr ess changing member expectations.

Discusson. NCUA will enhance credit union understanding of the impact of increasing
competition and demographic changes through conferences and meetings, economic andysis,
supervison and examination activities, NCUA publications, eic. NCUA will focus on effective
communication and a cooperative gpproach. Thisis essentid to ensure there is a mutud
understanding of our changing societd environment and itsimpact on the credit union industry.
This grategy will include communicating the need for credit union business plans and
technology as effective tools to prepare for and meet the challenges of the twenty-first century.
NCUA will focus the examiners efforts on credit unions use of business plans, information

technology and providing financia service access issues.

Performance Strategy and Goal 3.1.1:
Strategy 3.1.1: Encourage dl credit unions to have and to maintain up-to-date business plans
that focus on current and future member expectations in the context of safety and soundness

and ensure examiners continue to address business plans as a management tool during
examination and supervison contacts.
Goa 3.1.1: Implement ameans to ensure examiners are fully knowledgegble regarding the

need for up-to-date credit union business plans and what condtitutes a good business plan.

Performance Strategy and Goal 3.1.2:
Strategy 3.1.2: Provide timely, pertinent information regarding developing credit union
issues using the NCUA Web Page, press releases, letters to credit unions, the NCUA

Newdetter, regulatory aerts, etc., as resources for credit union business planning.

Goal 3.1.2: Implement aprogram to systematicaly upload and digtribute information
through the Internet using the NCUA Web Page and other means (press releases, lettersto
credit unions, the NCUA Newdetter, regulatory aderts, €tc.).

“ Dedicated People Ensuring Safe, Secure Financial Accessfor All Americans.” 44



Nationd Credit Union Adminigtration Annual Performance Plan 2001

Strategic Outcome Goal Performance Measures 3.1:
Measure 3.1(a): Increase by 3% the share draft accounts to members ratio as an indicator of
service and convenience to members.
Measure 3.1(b): Increase by 5% the number of credit union eectronic financia services as

an indicator of service and convenience to members.

The above are indirect measures of credit union responsveness to member expectations. Use of
share draft accounts is consdered an indication that a credit union isamember’s primary
financid inditution. Electronic financid services are considered criticd to credit union effortsto

satisfy member expectations.

Basdine/Expected Paerformance:

Indicator: 1996 | 1997+ | 1998+ | 1999* | 2000* | 2001* | Trend
(Est) | (Est) | ()

Share draft 3595| 36.60 | 37.89 | 39.20 40.3 415 +

accountsto

members ratio

% Increase 552 1.8 35 3.4 3.0 3.0 -

# of dectronic N/A N/A N/A N/A N/A N/A

financid sarvices

offered by credit

unions

% Increase N/A NA N/A N/A N/A N/A

+ Requested by OMB if available. * Required by OMB

Data Source and Vdidation: The data source is NCUA’s 5300 Call Report System. Beginning
with the December 2000 Cdl Report, the number of financia services offered by credit unions
will be captured in order to develop a basdline and projections.

Strategic Outcome Goal 3.2: Enable credit unionsand their membersto succeed by

ensuring neither examination focus nor regulationsimpose unreasonable impedimentsto

growth and innovation.
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Discusson NCUA's gpproach to regulation, examination and supervision will recognize the
need for credit unions to take reasonable risks, especidly in light of changing technology and
demographics. Thiswill be accomplished, in part, by communication between NCUA and credit
unions, NCUA and trade associations. NCUA will continue to take steps to be up-to-date
regarding emerging issues, new services and new practices. Further, NCUA will continue to
andyze the need for new or revised regulations, kegping mind the cost to comply, the impact on
innovative attempts to meet member expectations, aswell asthe more traditiond financid safety
and soundness concerns.

Performance Strategy and Goal 3.2.1;

Strategy 3.2.1: Focus our review on emerging credit union issues, services and practices, as
part of the examination process, relative to the impact on membership needs and safety and
soundness.

Goa 3.2.1: Complete formd testing of the forward-looking risk-based examination program.

Performance Strategy and Goal 3.2.2:

Strategy 3.2.2: Continue to encourage interaction between NCUA and the credit union
industry through NCUA gaff attendance at meetings with credit unions, leagues, trade
associations, etc.

God 3.2.2(a): Initiate and participate in such programs as town meetings, Conver sations
with America, work shops, etc.

God 3 2.2(b): Give gaff sufficient work schedule flexibility to permit and encourage
participation in community activities, conferences, meetings, etc.

Performance Strategy and Goal 3.2.3:

Strategy 3.2.3: Continue to review NCUA rules and regulations kegping in mind the current
competitive environment and emerging iSsUes.

Goa 3.2.3(a): Identify emerging services and review and revise regulations, as gppropriate to
support these services. Provide guidance to staff where flexibility may be exercised.
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Goa 3.2.3(b): Encourage dia ogue with a broader spectrum of the credit union systlem on
regulatory issues by making it essier to comment through such methods as surveys, focus
groups, town mestings, use of the NCUA web-dite, etc.

Strategic Outcome Goal Performance M easur es 3.2:
Measure 3.2(a): Credit unions are satisfied with the examination process, in generd, as
demongtrated by a 4.4 average overal response rating on the NCUA Examination Survey.

Measure 3.2(b): Credit unions perceive the examination process and examiners as focused
on important issues and willing to help as demonsgtrated by 4.4 average response rating to
questions number 3 and 4 on the NCUA Examination Survey.

Basdine/Expected Paerformance:

Indicator: 1996+ | 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est) (Est) (+-)

Examination Process 4.4 4.4 4.4 4.5 4.5 4.5 +

Average

Examiner Focus 45 45 45 4.5 45 4.5 +

Average

+ Requested by OMB if available

Data Source and Validation:
Daais available through the Annuad NCUA Examination Survey.

Strategic Outcome Goal 3.3: Facilitate credit union partner shipswith each other and other

financial service providers, trade associations, €tc., in order to achieve economies of scale

and be better ableto meet member service expectations.
Discussion: Credit unionswill increasingly be competing for position in amarket that includes

large conglomerates and their substantid resources. Credit unions can hold their own by

leveraging their cooperdtive efforts to work together to achieve economies of scae. Credit
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unions may aso partner with other financia service providers to package products and services

to help them retain members and attract new members.

NCUA will continue to facilitate cooperation between credit unions, vendors and trade
associations. NCUA will work closely with the cooperative credit union community at dl levels
to help credit unions to achieve their gods of optima membership service while remaining a
finandaly strong indudtry.

NCUA recognizes its primary role is regulatory and credit unions, leagues and trade associations
should take the lead, relaive to the attainment of this god. However, NCUA will continue to

facilitate and assst in establishing partnerships.

Performance Strategy and Goal 3.3.1:

Strategy 3.3.1: Encourage credit unions to partner with each other, to share knowledge and
expertise; to form aliances, such as with credit union service organizations (CUSOs), in
order to achieve economies of scae; and to partner with other organizations such as
technology vendors and non-traditiond financia service providers.

Crosscutting Strateqy 3.3.1: Collaborate with other financia regulators on ways and means

to promote and facilitate partnerships.

Goal 3.3.1(a): Develop aprogram to ensure examiners, and other aff, continue to focus on
partnership relationships.

Goal 3.31(b): Identify credit unionsinterested in partnering with other credit unions and
identify CUSOs and other organizations interested in partnering with credit unions.

Facilitate meetings of interested parties.

Strategic Outcome Goal Perfor mance M easur es 3.3:

Measure 3.3: Increase new credit union partnerships by 61 (an average of one per
upervisory examiner group). The means and methods to collect datain this area till need to
be devel oped.
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Basdine/Expected Performance:

Indicator: 1996+ | 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est.) (Est.) (+-)
# New partnerships NA NA NA NA NA NA

+ Requested by OMB if available
* Required by OMB
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Srategic Goal 4: Enable credit unionsto leverage their unique place in the

American financial services sector to make service available to all Americans who
are not currently being served, particularly those of modest means.

Strategic Overview: Credit unions must continue to emphasize their role as trusted financia

services providers. With the variety of financid services and delivery options available, trust
will be amgor factor in hdping consumers select thair financid inditution(s) from the wide
aray of choices. Credit unions should use their positive image and their higtoricdly high leve
of member satisfaction to atract new members. A hedthy credit union system is growing;
dynamic, and reaching out to dl individuas, especidly those who are low-income or

underserved.

Economic Assessment: Credit unions can capitdize on their unique cooperative structure and

common bond where stakeholders are members rather than stockholders interested in profits.
Credit unions could be particularly appeding to individuas of modest means, including the
immigrant population, who should be informed of the benefits of credit unions as an dternative
to predatory lenders. Credit unions and the credit union industry should strive to overcome
culturd, language, and other barriersin order to provide basic, competitive financid servicesto

dl Americans.

Legidative Assessment: The Veterans Adminigtration and Housing & Urban Development Bill
could include additiona funds for the Community Development Revolving Loan Program,

which would positively impact our ability to achieve our god of financid accessfor dl
Americans. The Banking Modernization Act and the reped of the Glass-Steagall Act make an
aready competitive financid services environment even more competitive. The eraof the

finandia “ supermarket” will meke credit union expanson chalenging.
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Technological Assessment: New technol ogies make the availability of financid servicesto a

greater number of Americans possible; however, people of more modest means may not have
access to the developing technologies. Accordingly, credit unions will have asgnificant
chalengein trying to reach out to provide cost efficient financia services to underserved areass
and may need to find ways to bring technology to these aress.

Demographic Assessment: People of low and moderate income are alarge and growing segment

of the American population and are underserved by maingdream financid inditutions. This
presents market opportunities for credit unions. Despite the unprecedented growth in our
nation’s economy over the last severd years, there were nearly 10 million families in the United
States in 1997 without either a checking or savings account representing 9.5 percent of American
families. Over 8.4 million of these families have income below $25,000 or less than 65 percent
of the United States family median income. Nearly one in four lower-income families do not
have ardationship with afinancid inditution. This occurs disproportionately among minority
families, nearly one-quarter of who have no financial ingtitution relationship regardless of

income.

Population groups, from which have come traditiona financid inditution cusomers, are
dwindling dueto aging and lower birth rates. However, immigrants are fueing United States
population growth. These population segments have their own culturd views of financid
services and preferred ddivery systems. Credit union outreach efforts should continue to
emphasize reaching out to individuas and communities outside the financia mainstream. In
addition to making good business sense, this reflects the traditiona credit union commitment to

the underserved.
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Resource Utilization (Full Time Employees and Agency Budget):
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YEAR TOTAL FTEs TOTAL % TOTAL $ TOTAL % ($)
2000* 115.69 11.60% $14,498,590 12.70%
2001* 118.06 11.48% $16,061,973 11.43%

Note: 2000 reflects November 30, 2000, data
annualized; 2001 data € ements are projections.

* Required by OMB

Data Source and Validation: 5300 Report included under performance goa 1.1.

Strategic Outcome Goal 4.1: Facilitate credit union growth.

Discusson: Although NCUA is clearly a supporting player in the efforts of credit unionsto

increase both their membership and public awareness of the digtinctiveness of credit unions,

NCUA is uniquely responsible for establishing a regulatory and examination environment thet

encourages innovative programs and growth promoting traditiona credit union values. NCUA

has the most direct impact on federdly chartered credit unions, however, our god encompasses

membership in sate-chartered federdly insured credit unions, as well.

Performance Strategy and Goal 4.1.1;

Strategy 4.1.1: Formulate anationd business development plan focused on new credit union

charters and expansion of existing charters.

Crosscutting Strategy 4.1.1: Coordinate with the state supervisory authorities, the leagues
and other interested organizations to ensure prudent, well-managed credit union growth will

be maintained.

Goa 4.1.1: Implement and review the results of a pilot chartering program. Determine

whether such a program should be implemented NCUA-wide.
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Performance Strategy and Goal 4.1.2;

Strategy 4.1.2: Streamline the NCUA chartering process so it is efficient and effective and
ensure adequate NCUA resources are in place to facilitate expansion of credit union
membership.

God 4.1.2(a): Implement and promote the Express Charter review process and the Internet-
basad charter application process to ensure NCUA gtaff and the credit union industry are
aware of these processes.

Goal 4.1.2(b): Develop and implement procedures to ensure dl chartering and field of
membership policies are accurately maintained (i.e. incorporate IRPS 99-01 and 00-01 into

policy.)

Performance Strategy and God 4.1.3:

Strategy 4.1.3: Work with credit unions and state and nationa trade organizations to increase
public awareness about the benefits of credit union membership.

Crosscutting Strateqy 4.1.3: Facilitate cooperation between credit unions, states, and
nationa trade organizations to educate the public about the benefits of credit union
membership.

Goal 4.1.3(a): Facilitate cooperation between credit unions, states, and nationa trade
organizations to educate the public about the benefits of credit union membership.

Goal 4.1.3(b): Digribute the Office of Training and Development information module on the
benefits of credit union membership to NCUA daff and the credit union industry.

Strategic Outcome Goal Performance Measures 4.1:

Measure 4.1: Increase the number of federaly insured credit union members by 3 percent
during the year 2001.
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Basdine/Expected Performance:

Indicator: 1996+ 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est) (Est) (+-)

No. CU members N/A 71.4 73.4 75.3 77.4 79.7 +

(millions)

% Inc. of the number of N/A 3.3% 2.8% 2.5% 2.8% 3.0% +

members

Strategic Outcome Goal 4.2: Increase credit union serviceto lowincome and under served

ar eas.

Discusson: Another important distinguishing characteristic of credit unionsis their commitment
to serve individuas of modest means, particularly those who may be overlooked by other
financid service providers. NCUA will work with credit unions to help them better provide
service to low-income individuas and those who live in underserved areas. Specid emphasis
will be placed onthose not being targeted by others, such as minority and immigrant
populations, those relying on pawnshops, check-cashing stores, etc. NCUA’sregulatory,
supervisory and examination policies and its agpproach in implementing these policies will work
to identify and remove impediments that could make extension of service to underserved groups

more difficult.

Additiondly, NCUA will promote credit union service to people of modest means and
individuas in underserved communities through its Smal Credit Union Program. The objectives
of the Smd| Credit Union Program include:
» Providing guidance and resources, in order to encourage and help sustain newly formed
credit unions,
> Improving the financid and operationa hedth of smdl, newly chartered, and low-income
designated federa credit unions; and,
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> Providing or facilitating assstance to enable smdll credit unions to better serve their
members, expand their membership base, build capita and develop postive financid

trends.

The Smdl Credit Union Program provides specid support through the use of economic
development specidists and smdl credit union specidists assgned to supervisory examiner
groups.

Performance Strategy and Goal 4.2.1:
Strategy 4.2.1: Facilitate and encourage chartering of new credit unions and the expansion of

exiging credit union service to low-income and underserved aress.

Crosscutting Strateqy 4.2.1: Facilitate cooperative efforts through state and nationd trade
organizations to encourage chartering of new credit unions and expangon of existing credit

union service to low-income and underserved aress.

Goal 4.2.1(a): Develop and implement a credit union membership database as atool for
chartering new credit unions and expanding exigting credit union service to low-income and
underserved aress.

Goal 4.2.1(b): Educate NCUA saff and the credit union industry asto the available
resources (i.e., regiona and central office staff, various brochures, NCUA'’s database, €tc.)
for chartering new credit unions and expanding existing credit union service to low-income
and underserved aress.

God 4.2.1(c): Fecilitate meetings between credit unions and community representetives
through regional Smal Credit Union Program (SCUP) conferences and meetings with other

government agencies and private sector foundations.

Performance Strategy and Goal 4.2.2:
Strategy 4.2.2: Assg credit unions in chartering and expanding service into low-income and

underserved aress.
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Goa 4.2.2(a): Identify non low-income designated credit unions located in low-income areas
and encourage any digible credit unions to gpply for low-income designation.

Goa 4.2.2(b): Identify low-income and underserved areas usng NCUA’s membership
database and require saff to disseminate this information to digible credit unions during the
examination process.

Goa 4.2.2(c): Develop and distribute an examiner brochure to provide NCUA gaff with an
additiond resource to hdp them asss credit unionsin chartering and expanding service into
low income and underserved areas.

Goa 4.2.2(d): Asss credit union officids in preparing fidd of membership expanson
requests, community need assessments and business plans, in an effort to facilitate an

increase in the number of credit union members from low-income and underserved aress.

Performance Strategy and Goal 4.2.3:

Strategy 4.2.3: Develop amethodology to recognize credit unions that invest in, or provide
assgtance to, credit union development in low-income or underserved aress.

Goal 4.2.3: Implement an NCUA Board gpproved incentive program to recognize the efforts
of any credit union, which investsin, or assgtsin credit union development in low-income or

underserved aress.

Strategic Qutcome Goal Performance Measures 4.2:
Measure 4.2(a): Increase the number of low-income designated credit unions by 15 percent.
Measure 4.2(b): Increase the number of credit union membersin low-income designated
credit unions by 12.5 percent.

Measure 4.2(c): Increase the number of expansonsinto investment aress by 20% per yesr.
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Basdine/Expected Performance:
Note: The definition of underserved as the Credit Union Membership Access Act of 1998 first
introduced an “investment ared’.

Indicator: 1996+ | 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est) | (Bst) | ()

No. of LICU’s N/A 408 468 546 626 707 +

% Inc. of No. of N/A 15% 15% 17% | 15% 15% -

LICU’s.

NO. OF MBRS. N/A .979 1.31 1.68 1.89 2.13 +

(MILLIONS

% INC OF MEMBERS | N/A 18.10% | 33.81% | 12.50% | 12.50% | 12.50% -

# OF EXPANSIONS N/A N/A N/A N/A N/A 20%

+ Requested by OMB if avaladle

* Required by OMB

Data Source and Validation: For purposes of these measures, underserved aress are investment
aress as defined in Section 103(16) of the Community Development Banking and Financid
Ingtitutions Act of 1994. Investment areas are dso defined in Chapter 3, Section |11 of NCUA’s
Chartering and Field of Membership Manud. Data sources include Generated Efficient Nationa
Information System for Insurance Services (GENESIS).

Currently, in order to obtain alow-income designation the credit union’s membership must
consst of more than 50 percent of low-income members. Using the current criteria, low-income
members are defined as those members who make |ess than 80 percent of the average for dl
wage earners, as established by the Bureau of Labor Statistics, or those members whose annual
household incomefdls at or below the median household income for the nation as established by
the Census Bureau. This designation can be validated by severa methods:
» A zip code run of credit union membership compared to census data;
> A survey of 100 percent of credit union membership compared to census data and a
ample mgority of the credit unions membership must respond and qudify as low-
income;
> A survey of 100 percent of loans outstanding compared to census data. This data must be
reasonably current and the number of borrowers must represent amajority of the credit

unions members, or other supportive statistica data must be provided.
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Strategic Goal 5: Enhance NCUA's organizational ability to act proactively in

assisting the credit union community meet the challenges of the twenty-first
century.

Strategic Overview: NCUA has been extremely action oriented with a strong problem solving

thrust. NCUA recogni zes the need to become more forward-looking with a sronger policy and
trend analyssfocus. To do so, NCUA must first look inward to ensure resources are being used
efficiently to develop amore forward-looking policy andysisfocus. Further, NCUA must take
action to ensure it is ready to meet the management challenges resulting from arapidly changing
economic and financid services environment.

NCUA’s must enhance its ahility to identify and ded with emerging issues and trends impacting
credit unions.  To accomplish this, NCUA workforce must continue to develop and employ the
competencies necessary to assist credit unionsin dedling with these emerging issues and the
changing environment. NCUA needs to make criticd assessments of its programs effectiveness
and efficiency. The agency must carefully evauate its manageria, human resources, and
budgetary policies and practices to ensure that they are properly aigned and supportive of the
new focus. Key to meeting the requirements for knowledge and expertise is workforce

management and planning to recruit, hire, train and retain the right personnel.

Economic Assessment:  Credit union financid trends are moving in a postive direction. NCUA,

however, will continue to expand the competencies of its Saff, to meet any economic scenario.
While no economic downturn is foreseen by NCUA, the agency must be prepared to ensure the
security of the Nationa Credit Union Share Insurance Fund in any eventudity. Should an
economic downturn occur, the resulting economic pressures could potentialy alter NCUA's
priorities, shifting resources to pressng immediate credit union needs. Thiswould in turn draw
resources and focus away from initiatives associated with strategic goals. The latter would be

perceived as being less urgent and thus a perceived “lower priority”, thereby reducing the
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emphasis on meeting future credit union member expectations. NCUA workforce planning ams

to dlocate gaff to handle immediate concerns without 1osing the proactive focus.

Legidative Assessment: In response to the Graham, Leach, Bliley Act of 1999, which opensthe
financia services market to nonttraditiond financid inditutions, NCUA is continuing to

examineits sructure and organizationd capabilities to effectively contend with changes being
driven by a competitive economic market and fast- paced technology initiatives.

Technological Assessment: The area of human resources has aso been dramatically impacted
by technology. Potentialy, automated and technologicaly oriented recruitment efforts and
systemswill sgnificantly affect NCUA's, aswell as other agencies, ability to attract, recruit and
hire required personnel. Additiondly, the higher pay and benefits offered by technology-based
organizations will continue to affect NCUA's ability to hire personnd, especidly in the

information technology areas and other non-examiner support areas. NCUA must continue to

focus on effectively maximizing its use of technology, to increase effectiveness and efficiency.

Demographic Assessment: The face of America, credit union members and NCUA are changing.

With these changes come challenges of language, culture, training and diversity of expectations.
NCUA'’sworkforce must reflect this changing of Americato effectively address the chdlenges
of being a cooperative partner with credit unions.

Resource Utilization (Full Time Employees and Agency Budget):

YEAR TOTAL FTEs TOTAL % TOTAL $ TOTAL % ($)
2000* 119.93 12.10% $15,029,727 13.10%
2001* 127.01 12.35% $17,280,046 12.29%

Note: 2000 reflects November 30, 2000, data
annualized; 2001 and 2002 data are projections.
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Strategic Outcome Goal 5.1: Ensurethat NCUA hasthe ability to identify management

and human capital issues and trends and implement timely solutions befor e the issues

become critical.

Discusson As NCUA looks inward to assess its capabilities; efforts must focus on two aress.
Firg, it must take acritica look at its current staffing and competency needs for forecasting and
evaduating trends. Thisiscritica to NCUA being able to adequately prepare for and assist credit
unionsin preparing for future chalenges. Second, the agency must have the processin place for
communicating this essentid information to executive management taff.

It isimperative NCUA be able to quickly identify and bring forward critica information
regarding trends to senior management. Once executive management evauates thisinformation,
clear direction can be given to staff that dedl with credit unions on a day-to-day bass. This
approach will improve NCUA responsiveness to the safety and soundness issues of the credit

union indudtry it serves.

Performance Strategy and Goal 5.1.1:
Strategy 5.1.1: Develop ameans or process to effectively forecast the impact of a changing

economy, itsimpact on credit union operations and the resulting impact on NCUA's
organizationd structure and effectively deploy and communicate the resulting agency
performance goa's and measures throughout NCUA.

Goal 5.1.1: Implement a program and provide an economist position to more effectively
integrate economic forecasting into NCUA operations, to evauate the impact of impending
economic trends on NCUA''s organizationa structure and to deploy and communicate the

resulting agency performance gods and measures throughout NCUA.
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Performance Strategy and Goal 5.1.2;

Strategy 5.1.2: Develop a means or process to effectively identify critica issues and trends
and their impact upon the cooperative credit union system.

Goal 5.1.2: Implement a program to effectively identify critica issues and trends and their
impact upon the cooperative credit union system.

Performance Strategy and Goal 5.1.3:
Performance Strategy 5.1.3: Develop a process to ensure NCUA is kept fully knowledgesble
and proficient in evauating the safety and soundness of evolving technology based credit

union transaction ddivery means.

Performance God 5.1.3: Identify and integrate specific training needs for NCUA examiner
daff to ensure it is kept fully knowledgesble and proficient in evaluating the evolving
technology based credit union transaction delivery means relative to safety and soundness.

Performance Strategy and Goal 5.1.4:

Strategy 5.1.3: Develop technologica means to efficiently collect data for performance goals
and measures.

God 5.1.3: Implement ameansto leverage technology to sysematicaly and efficiently

collect data for performance goa's and measures.

Strategic Outcome Goal Performance Measures 5.1:

Measure 5.1(a): Maintain asurvey response to applicable questions of 4.4 or higher on a
basdine NCUA Employee Survey (to be developed during 2001).
Measure 5.1(b): Maintain NCUSIF equity ratio above 1.30 percent.
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Basdine/Expected Performance:

Indicator: 1996+ | 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est) (Est) (+-)

Survey Response N/A N/A N/A N/A N/A N/A

Question xxxx

NCUSIF Equity Ratio 1.3% 1.3% 1.3% 1.3% 1.3% 1.3% +

+ Requested by OMB if available
* Required by OMB

Strategic Outcome Goal 5.2: Ensurethat NCUA hasthe organization in placeto support a

renewed emphasison credit union growth and development.

Discussion: Credit union membership and assets have increased substantidly in recent years.
With this growth there has been a corresponding increase in the complexity of credit union
operations. Thisincudes technologica implementations and agrester sdlection of financid
products. For credit unions to remain competitive and continue to grow in membership, further
electronic technologicd financid services and new comptitive financid products will need to be
offered. It isessentid NCUA'’s organizationa structure supports and encourages further
membership growth, while focusing on safety and soundness.

Training is critica to accomplishthisgod. All examiners mugt be trained in atimey manner in
order to regulate and understand eectronic financia services and new financid products.  If
examiners are not fully knowledgeable concerning new technologies and new products, the
agency may impede credit union growth and development. It is human nature not to support
what one does not understand. It isimportant the regulatory environment alow credit unionsto
safely offer new services to its membership. While much can be done with flexibility of
regulations, a credit union’s primary regulatory environment isits interaction with the examiner.
Placing an emphasis on examiner education regarding new technologies and new services, with
the primary focus being safety and soundness, will enhance credit union growth and
development. Included in educating examiners in the effective use of technology isthe need to
ensure Saff has up-to-date technologica toolsin order to accomplish this god.
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Timey examiner recruitment must dso be emphasized, to ensure vacancies are filled quickly
with the best-qudlified people. Otherwise, as an agency we will fal behind in kegping up with
the regulatory demands of the new credit union marketplace. Further, in addition to recruitment,

it is very important that we retain saff and limit turnover.

NCUA'’s organizationa structure needs to address increasing credit union membership,
especialy with the underserved.  This can be accomplished through community chartered credit
unions reaching out to members of their communities who are not adequately served, the

addition of select employer groups that quaify, new charters and a greater emphasis by al credit
unions to reach out for new members. NCUA must have the structure in place to support agency
initiatives that will permit us to work with others to increase credit union membership.

Performance Strategy and Goal 5.2.1;

Strategy 5.2.1: Ensure organizationd structure dlows and does not impede, credit union
membership growth and technological competitiveness.

Goa 5.2.1: Develop an organizationa plan to fogter an environment for credit union
membership growth and technological competitiveness.

Performance Strategy and Goal 5.2.2;

Strategy 5.2.2: Develop ameans or atraining process to adequately address identified

competency gaps.
God 5.2.2: Implement a program or means to address identified competency gaps.

Performance Strateqy and Goal 5.2.3:

Strategy 5.2.3: Continue the emphasis of the recruitment task force, in ensuring the agency
remans fully gaffed with aminimum of turnover.

Crosscutting Strategy 5.2.3: Continue to work as an active member of professiona
organizations such asthe Nationd Academy of Public Adminigtration (NAPA) and the
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Human Resources Management Council (HRMC) in order to increase NCUA' s effectiveness
in developing human resource programs.
Goal 5.2.3: Maintain an optimd levd of recruitment efforts and saffing.

Performance Strategy and God 5.2.4:
Strategy 5.2.4: The Strategic Management Council will develop an effective means or

process to ensure NCUA is properly utilizing existing resources and has the organizationd
dructure, saff, training, and other resources necessary to effectively and efficiently
accomplish its mission.

Goal 5.2.4: Implement an effective process and means to assess NCUA' s organizationa

structure, gaff, training, and other resources.

Strategic Outcome Goal Performance M easures 5.2:
Measure 5.2(a): Maintain recruitment actions at 60 days or less for 80% of NCUA wide
actions, 75 days or less for 75% of government wide actions, or 90 days or lessfor 75% of al

ources actions.
Measure 5.2(b): Maintain personnd level a 95% of authorized FTE' s or higher.
Measure 5.2(c): Maintain turnover a aleve of 9% or lower.

Basdine/Expected Parformance:

Indicator: 1996+ 1997+ | 1998* 1999* 2000* 2001* | Trend
(Est) (Est) (+-)

NCUA wide N/A N/A N/A 83% 100% N/A

recruitment actions

Government-wide N/A N/A N/A 74 N/A N/A

recruitment actions

All sources recruitment N/A N/A N/A 80 71% N/A

actions

Personnd leve > XX% | N/A N/A N/A N/A N/A N/A

Turnover ratio < xx% N/A N/A N/A N/A N/A N/A

+ Requested by OMB if available
* Required by OMB

“ Dedicated People Ensuring Safe, Secure Financial Access for All Americans.” 64



Nationd Credit Union Adminigtration Annual Performance Plan 2001

Data Source and Validation Personnd datawill be provided from Office of Human Resources
(OHR) logsfor gaffing actions and OHR database of employee competencies.

Veificaion and Vdidaion Continue to assess gppropriateness of baseline assumptions given

actud performance, changesin operations due to technology or other requirements, and other
factors that may impact the staffing processes.
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SECTION VI
Strategic Plan Changes

Four significant changes were made to our Strategic Plan 2000-2005. These changes are as
follows

» Strategic Outcome God 2.2 was combined with Strategic Outcome God 2.3 to diminate
duplication and re-emphasize the relationship between security and public trust. Both
gods dedt with emerging technology threats and public confidence in the safety and
soundness of credit unions, given these thresets.

» Strategic Outcome God 4.1 was combined with Strategic Outcome Goa 3.2 to eiminate
duplication. Both focused on credit union growth and used the same measure to
determine successful accomplishment. It also focuses Strategic God 4 on financid
access to low income and underserved aress.

» Strategic Outcome Goa 5.2, which addressed the focus of NCUA’s examination and
supervision program, was eliminated because it duplicated smilar issues addressed in
Goas 1 and 3 of our Strategic Plan 2000-2005.

» Strategic Performance God 5.3 cdled for the Strategic Management Council to present
budget recommendations to the Board by July 31, 2000. Thiswas accomplished and the
god deleted. However, to ensure the strategic management process continues to devel op,
NCUA Ingtruction Number 9501, Annua Plan Implementation, is being re-written to
more clearly define the roles and respongihilities of the Strategic Management Council
(SMC). The new insgtruction will require a SMC charter be developed, and the council
meet quarterly at aminimum. Meetings should be scheduled with sufficient time to
consder agency programs prior to annua and mid-year budget consideration by the
NCUA board; SMC membership will be examined to consder including al regiond
directors and the SMC should review | SOC recommendations for compliance with
NCUA’s Strategic and Annud Plans.
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Comments: Thisplanisaproduct of the Nationa Credit Union Adminigtration. The Nationa
Credit Union Adminigtration is the federd agency that charters and supervises the nation's
federa credit unions. NCUA insures the mgority of member deposits held in credit unions.
NCUA isfunded by credit unions and receives no federa tax dollars. Comments and/or
recommendations may be sent viae-mail to the Office of the Director, Strategic Planning;
[patrick@ncua.gov.
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