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We are very pleased to present NCUA's Final Annual Performance Plan 2002.

The year 2001 was strong for credit unions with their overall health continuing at an all-time
high. The primary beneficiaries of safe and sound credit unions are their over 78 million
members who are, according to the numbers, quite satisfied with both the strength and services
offered by their member-owned credit unions. In brief, as of September 30, 2001, total assets
grew 12.81%, loans grew 6.46%, savings grew 13.5%, regular reserves grew 8.9%, and net
income increased 5.8%.

In the year 2002, credit unions face marketplace challenges of potentially lower earnings at a
time when their members are demanding more services. However, we believe that credit unions
strong financial condition has positioned them well to withstand any potential economic
downturn without cutting services. Sill, credit unions must be ever vigilant. The biggest
challenge for credit unions and NCUA is to be financially solid, but still responsively innovative
in this rapidly changing marketplace.
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Because it is difficult to separate safety and soundness from competitiveness, it will be NCUA's
job as regulator and insurer to help credit unions compete in the future by creating a regulatory
environment that will empower credit unions to better meet their members' needs with enhanced
service based upon sound business principles. As members demand more services, credit unions
must be empower ed to safdy and soundly expand their delivery systemsin order to maintain

their financial strength.

In our Final Annual Performance Plan 2002, we take a hard look at the lessons learned in past
years and apply themin a concrete manner designed to continuously improve and enhance our
efficiency and effectiveness as the guardian of safety, soundness, and public trust for the

Nation’'s cooperative credit union industry.

We will continue our focus on regulatory flexibility, enhancing credit unions’ ability to grow and
establishing an environment that empowers credit unions without lowering standards. We will
also focus on removing barriers for credit unions that choose to extend affordable financial
services into designated underserved areas. All credit unionswill be encouraged to take
advantage of these streamlined processes, including faith-based and community-based credit

unions.

As we ook to the future, we must never forget and always appreciate the past. 1t began with the
vision of Filene, Raiffasen, Bergergren, and others, as well as the Congress through its passage
of the Federal Credit Union Act of 1934, which formed the foundation upon which we find
ourselvestoday. It wasa vision of collective cooperation of members for the betterment of all.
Our challenge now isto assess our past results, determine our future course and decide how we

continue to move forward effectively.
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The following document represents a significant step in ensuring NCUA and the cooperative

credit union community not only survives, but also continues to thrive throughout the 21%

Century.

Dennis Dollar

Chairman

NCUA Boad
Yolanda Townsend Wheat Geoff Bacino
Member Member
NCUA Board NCUA Board
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Organization, Vison, Mission, and Values

NCUA

The National Credit Union Administration
(NCUA) is an independent federal agency that
charters and supervises the nation's federal
credit unions. NCUA insures the majority of
member deposits held in federal and state
chartered credit unions. NCUA isfunded by
those credit unions and receives no federal tax

dollarsin the execution of its primary mission.

Vision
Working with the cooperative credit union
movement to provide service to all ssgments of
American society and to enable credit unions
and their members to thrive in the twenty-first
century.

Mission
Our chargeisto foster the safety and soundness
of federally insured credit unions and to better
enable the credit union community to extend
availability of financial servicesfor productive
and provident purposesto all Americans,

particularly those of modest means.

We strive to empower credit unions to make the

necessary business decisions to serve the diverse

needs of their members and potential members.

We do this by establishing a regulatory

environment that encourages innovation,
flexibility, and continued focus on attracting new
members and improving financial serviceto

existing members.

Values
Accountability — NCUA, through sound
systematic strategic planning efforts, strives to
ensure that its policies and procedures provide
effective, yet facilitative controls that preserve
the overall integrity of our credit union

movement.

Excellence— NCUA continuoudly strives for
improvement and innovation to propel the
organization into a sustained long-term quest

for the betterment of the credit union movement.
We strive to create the best possible environment
for credit union operations within the bounds of
safety and soundness by implementing flexible

and facilitative policies and procedures.

Flexibility— NCUA embraces change asa
catalyst for enhancement. We must, however,
never lower standards, but instead set the
proper environment for effective credit union
operations through our policiesand procedures

with the central focus on safety and soundness.
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Integrity — Thisisthe underlying value in
everything NCUA does as an agency and as
individuals. Integrity governs NCUA's internal
actions, how we interact with credit union staff
and volunteers, and with our State Supervisory
Authority (SSA) partners. NCUA defines
integrity as communicating openly and honestly,
delivering what we promise, and doing the right
thing, not merely doing thingsright. Integrity
has a great deal to do with the concepts of honor
and duty, which as public servants are mindsets
the American public has the right to expect from

us.

Service— NCUA exists to assure safe and sound
service to and for credit union members through
their individual credit unions. We are market
driven, but always balanced by our regulatory
responsibility of safety and soundness.

Teamwork — Teamwork inspires, motivates, and
guides ustoward our strategic planning goals.
It was from a group identity — commitment, team
spirit, and a willingness to work together for the
betterment of all members -- that credit unions
were created and it is that which sustains us
today.

Vision — The credit union movement in the
United States started with the vision of Filene,
Raiffasen, Bergergren, and others. It isthis
vision that hel ps define the reasons for our
existence and the “ ideals” for which NCUA
strivesto achieve. Itisour collective
cooperative vision that sustains and carriesthe
cooperative credit industry through the 21°
century to ensure safe and secure financial
accessfor all.
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Introduction

The 21 century offers many unique challenges
to the cooperative credit union movement. It
marks the start of a new millennium, a new
Administration, and anew NCUA Board. The
numerous bankers associations continue their
campaigns of aggressively competing with credit
unions. The economy continues its cyclical
permutations and began the year 2001 in a
dowdown. The events of September 11, 2001
have extended the duration and impact of this
dowdown. Credit union assets and membership
continue to grow while consolidation continues
to reduce the number of credit unions. The
World War |1 population is reaching their 80's;
baby-boomers are reaching their 50's and

generation X’ ers are entering their 30's.

The Internet and an increased demand for
convenience are beginning to replace
ingtitutional loyalties as the concentration of
wealth slowly migrates toward younger
generations. Population growth continues to be
driven by non-white, non-English speaking
immigrants and minorities possessing an
increasing share of economic influence. These
minority groups are forecasted to comprise 50%
of the US population by the year 2020. Women

also continue to gain economic clout, making

90% of the decisions on primary financial
institutions, comprising 43% of Americans with
assets over $500,000, making up 50% of the
work force, and controlling $3.3 trillion dollars
in consumer spending.”

The broadband, digital, wireless, Internet
revolution continues to rapidly change the
financial services industry landscape, along with
the entrance of many non-traditional providers
as an outgrowth of the Gramm-L each-Bliley
Act. All of these events and trends signa
change and challenge for the cooperative credit
union movement in the 21% century, particularly
as credit unions reach out to current and
potential members to remain competitive.
Future consumers will come from those who can
hardly remember life without the Internet or the
increased presence of immigrants and
minorities.

After avery strong year 2000, the year 2001 has
been mixed for credit unions and othersin the
financial servicesindustry. The events of
September 11" have added to economic
uncertainty by decreasing consumer confidence
in the economy. The years 2002 and beyond
hold many challenges for the credit union

'Summarized from Tom Peters, “ Reinventing Work,”
Alfred A. Knopf, Inc, New York, 1999
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movement. NCUA staff has been challenged by
the NCUA Board to continue the transition to a
more forward-looking agency in order to better
accomplish NCUA’s mission of safety and
soundness. This broader view of safety and
soundness considers three roles for NCUA --
regulator, insurer, and advocate -- inrelation to
the credit union movement. In fulfilling these
roles, NCUA focused on five key areas, which
were then trandated into specific strategic goals
as outlined in the NCUA Strategic Plan 2000-
2005.

These five areas include:
> Financia hedth,
» Technology,
» Regulatory environment,
» Credit union growth and devel opment,
and

» Organizational effectiveness.

Financial hedlth directly relates to the
examination of key financia trends and
organizational management capabilities as
primary indicators of acredit union’s success.

Technology is addressed from two perspectives.
Thefirst is an evaluation of a credit union’s safe
integration of technology into its operations as it
strives to remain competitive. The second isan
evaluation of how effectively NCUA integrates

the use of technology into its operations to
increase efficiency and effectiveness.

The regulatory environment in which credit
unions operate directly relatesto how effectively
NCUA can accomplish itsrole as regulator and
insurer without impeding credit union growth
and innovation.

The fourth area, credit union growth and
development, addresses NCUA'’ s ability to be an
advocate for the cooperative credit union
movement and provide assistance to the credit
union community. Additionally, as necessary, it
focuses on NCUA' s ahility to facilitate the
growth and development of credit unions, and
their membership, to support the overall

financial health of the credit union movement.

Thefina goa relatesto NCUA’s internal
operations. The focus here is to measure how
well NCUA’s organizational effectiveness can
obtain the appropriate mix of people and
resources to accomplish its mission as
effectively and efficiently as possible.

NCUA takes a results oriented approach toward
its mission in the on-going transition toward a
more stable, progressive, and professiona
organization. Integrated into the Final Annual
Performance Plan are the requirements for the

Annual Information Technology Plan.
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Additiondly, the initiatives from the President’s
Management Agenda are aso included.

This consolidation takes advantage of the
flexibility provided by the Reports
Consolidation Act of 2000, and takes another
step toward maximizing the effectiveness and

efficiencies of NCUA'’ s business processes.

NCUA'sVison, Mission, and Va ues continue
to guide its activities. The body of the plan is
organized by Strategic Goals. A big picture
outlook is taken with each Strategic Goal in

considering the desired long-term “ Outcome
Goa” and the resource utilization level needed
to achieve it. From this process a results based
assessment is made to determine NCUA'’s
direction for 2002

10
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Executive Summary

And

Strategic Plan 2000 — 2005 Changes

NCUA continues its transition to amore
forward-looking organization with a continuing
focus on safety and soundness. NCUA
continues its efforts to provide regulatory
flexibility for the credit union movement to keep
it competitive in a dynamic and rapidly changing
financia services marketplace. Thistrangition is
clearly reflected in the evolution of the agency’s
Final Annual Performance Plan and supporting
strategies. These strategies arein turn driven by
the performance of the credit union movement
as measured against NCUA' s goals and
measures.

NCUA continues to refine the evolution of
strategic goa #5 by focusing on NCUA’s
internal organizational effectiveness and
efficiency in support of our overall mission of
safety and soundness.

NCUA has taken steps to ensure there is good
understanding that all five strategic goas are
essential elements for evaluating credit union
safety and soundness. While this has always
been the case, stakeholder input indicated it was

necessary for this broader view of safety and

soundness to be more clearly delineated.

NCUA has taken steps to eliminate those goals
and/or measures that could not be accurately
measured. It has also taken steps to focus
attention only on those goal's and measures that
are truly significant, while working diligently to
eliminate any duplication. Also, an increased
use of charts and graphs should facilitate more
understanding and user friendliness of the
material.

Most significant, NCUA has taken steps to
integrate the five government-wide initiatives of
The President’ s Management Agenda into its
Fina Annua Performance Plan. These
initiatives address:

» Management of human capital

Competitive sourcing

Improved financial performance

Expanded electronic government

YV V V V

Budget and performance integration

Other Presidentia initiatives such as faith-based
and community support are aso included. All of
these initiatives are focused on improving the

11
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performance and responsiveness of NCUA to when the agency started the transition toward a
the community it serves. Many of these more forward-looking, risk-focused regulator.

initiatives began receiving attention in 2000,

12
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External Factors Assessment For Year 2002

Overview
The extent to which results are achieved is
influenced by a number of external factors
including socia, technological, economical,
ecological, and political developments.
NCUA’s objective is to develop strategies that
consider the effect of these factors on agency
results. External factors that could have a
significant impact in 2002 include the state of
the economy, the relative health and stability of
financial markets, and the monetary policy
actions of the Federal Reserve, al in conjunction
with the economic priorities of the
Administration.

Leading economic indicators such as job growth,
consumer confidence, and industrial activity
after September 11" indicate the economy may
remain duggish in 2002. Economic growth
coupled with Federal Reserve interest rate cuts
could potentially help cash-strapped consumers
by lowering the cost of credit card and other
consumer debt. Weak consumer confidence
may undermine such stimulus and prevent an
economic recovery in the near-term. However,
the long-term outlook has good prospects for
continued technol ogical advances and

productivity growth, which are positive for the
economy.’

Sociological Assessment

Consumers from a variety of demographic
groups have numerous choices when deciding
where to obtain financial services. Many
consumers are choosing to maintain
relationships with multiple financial service
organizations. A significant segment of credit
union membership remains very loyal to credit
unions. Some are loyal because of their strong
belief in the credit union mission, while others
seek competitive pricing. Ultimately, credit
union members will determine if credit unions
remain viable, as their financia ingtitution of
choicein this globally competitive, financia
marketplace.

As noted above, the demographic landscape is
changing rapidly. According to the Bureau of
Labor Statistics, in 15 years there will be 15%
fewer Americans aged 35 to 45 as baby-boomers
and generation-X’ ers continue to join the ranks
of the over 50 club. Asaresult, the 45-65 age
group will grow as a proportion of the labor
force faster than any other. The Bureau of

Labor Statistics aso estimates the number of

2 Federal Reserve Board Chairman Alan Greenspan,
“The Condition of the Financial Markets,” Testimony
before the Committee on Banking, Housing, and
Urban Affairs, U.S. Senate, September 20, 2001.

13
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Asian Americans and Hispanicsin the labor
force will grow by 40% and 37% respectively,
between 1998 and 2008. The black Iabor force
is expected to grow by 20%, twice asfast as the
10% growth rate estimated for whites. Credit
unions will have to capitalize on their strengths
—eg., loya membership base and distinct
identity - by offering products that adequaiely
meet a variety of member needs and
expectations. Thiswill be necessary to retain
current members while attracting new
membership into the movement.

The objective of NCUA's Strategic Goal
#4 isto ensure credit unionsare
planning for the impact from changing
demographics and their cultural
influences, while positioning themselves
to address changing member
expectations. The Annual Performance
Plan 2002 carries forward a 2000/2001
strategy related to business planning.
NCUA will continue to encourage credit
unions to envision and address member
expectations through effective business
planning.

Technology Assessment

With the rapid increase and adoption of
technologica innovations, changing business

models and increased customer demands, credit
unions and the financial industry face a myriad
of challengesin delivering a wide range of
expected financia servicesto customers.
Decreasing cost and increasing member demand
are resulting in rapid growth of on-line services
offered by credit unions. Some credit unions are
now starting to provide wireless banking
services, biometrics for personal identification,
and account aggregation services for members.
These types of services, and many others yet to
be implemented, are likely to expand
exponentially in the near future. The privacy,
speed, convenience, and cost structure of
electronically delivered financia services are
reshaping the way financia ingtitutions do

business.

To remain competitive, credit unions must
effectively use technology in providing financial
services and products to their members.
However, with technology innovation expected
to continue at arapid pace, credit unions must
also balance the potentia increased risk to their
operations that new technology may impose.
Credit unions must ensure these new
technologies are implemented with appropriate
internal and external controls, and which satisfy
the consumers' primary concerns of privacy and
security. The security of credit union records
and systems, along with the privacy of their

14



Final Annual Performance Plan 2002

members information, must remain atop
priority. Credit unionswill need to obtain the
necessary resources to protect the security of
their systems while adopting new technologies.
Further enhancements in technology will place
increasing demands on staff expertise, as well as
affecting compensation and training budgets.
Computer hardware and software regquirements

will further strain credit union budgets.

Maintaining the integrity of credit union
electronic-based systems and data, including e-
commerce, online services, core processing
systems, and other systems used to store and
ddiver information is vitally important. While
secure electronic information and the systems
that host and transport data have aways been a
concern, emphasis must increase as credit unions
offer more information using methods that
introduce new levels of risk (e.g., Internet and

wireless access).

Credit unions will need to improve Information
Technology (IT) planning to ensure they identify
member (resource) needs, while achieving
efficiencies with technology to provide
sufficient returns to their members, subject to
the security and privacy protection of member
data.

NCUA Strategic goal #2 focuses on the
ability of credit unions “ to safely integrate
financial services and emerging technology
in order to meet the changing expectations
of their members.” Asreflected in the Final
Annual Performance Plan, thisincludes a
number of new initiatives designed to
address the rapidly changing environment

from a safety and soundness per spective.

Economic Assessment

The economic outlook for credit unionsis
continualy in flux because of the rise and fall of
key economic indicators, the actions of the
Federa Reserve, and the actions of Congress
and the President, such as the recent tax cut.
Consumer and business confidence has eroded,
exacerbated by higher energy costs and rising
unemployment which have helped drain
consumer purchasing power and diminish
business profit margins. Additionally, the
events of September 11™ have had a significant
impact on consumer confidence, and as a
consequence, retail sales, as well as business
spending on capital equipment and new
inventory, have weakened appreciably.

Additionally, manufacturing production has
been cut back sharply, with new technologies
appearing to have accelerated the response of

15
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production cut backs. In response to slower
economic activity and low inflation, there has
been a historically rapid and forceful response
on monetary policy to reduce market interest
rates by the Federal Reserve Board. The longer-
term advances in technology, and accompanying
gainsin productivity have exhibited few signs of
abating. These gains, along with lower interest
rates, should support growth of the economy in
the long-term. The lower interest rate
environment should ultimately provide a boost
to investment and consumer spending, and
thereby boosting consumer confidence once life
post-September 11™ returns to normal levels.

There is considerable uncertainty regarding the
relative strength of the economy in 2002. At
some point the impact of the Federal Reserve
Board's aggressive easing of interest rates
should aid the economy, albeit with atypicaly
long lag that’ s associated with monetary policy.
Modest growth rates of 1-2 % for the economy
are very plausible. The unemployment rate
could likely rise into the 5% range or greater.
Interest rates may begin to rise coincident with
the improvement in economic activity. The
2001 tax cut has Slowed Treasury debt
retirement, which is placing some upward
pressure on rates. Yields are more likely to rise

on shorter maturities as the Federal Reserve

Board halts, or even potentially reverses, its
monetary easing in the latter part of 2002.

Broadening of credit union authorities along
with intense competition will continue to induce
credit union consolidations and require more
sophisticated risk assessment. Theincreasing
role of credit unions as mortgage lenders, along
with continued housing demand, will cause more
credit unions to engage in loan participations.
This includes the packaging and selling of loans
to reduce interest rate exposure and preserve
liquidity. Those that do not utilize prudent
asset/liability techniques will experience
increased interest rate and liquidity risk.
Understanding the potential risks of these
uncertain cash flows will be important for credit

unions.

Lately there has been a softening of energy
prices, as increased supplies mitigate higher
prices experienced during 2001. Wage pressures
will continue to be muted by uncertaintiesin
labor markets. These factors, dong with higher
worker productivity, excess capacity, intense
competition (both in the United States and
abroad), ardatively strong dollar, should inhibit
inflationary pressures in the economy in 2002.
NCUA's Srategic Goal #1 promotes an
industry of financially healthy, well-
managed federally insured credit unions

16
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able to withstand economic volatility.
The Future Examination Program
Committee serves asthe driver for many
of the changes designed to produce a
mor e effective risk-focused examination
program.

Ecological Assessment
Itislikely the Presdential Administration will

continue to be faced with difficult choicesin
2002 to balance increased energy demands and
environmenta quality efforts. The consumer
uses energy primarily in four forms:
transportation fuels, heating oil, natural gas, and
electricity, al of which are economically
interrelated to some degree. Pricesfor these

commodities continue to be volatile.

Thevolatile demand-driven energy
market and other environmental
concerns may impact NCUA's Srategic
Goals#1 and #4, which focus on credit

union financial health and devel opment.

Political Assessment

Credit unions are faced with sweeping changes
from the widespread use of eectronic
documents. The Electronic Signatures in Global
and National Commerce Act, effective October
1, 2000, legalized personalized electronic codes
caled e-signatures. E-signatures now carry the

same legal weight on Internet documents that
pentand-ink signatures carry on paper
documents. This alows consumers to open an
IRA, mutua fund, or brokerage account entirely
online. In addition, people can now perform an
array of commercia transactions, for example,
obtaining a mortgage or buying insurance right
from their computers without leaving home or
mailing documents to companies. These and
other technology driven enhancements raise
issues and concerns that may need to be
addressed through legidlative means.

The need for legidation to curtail bankruptcy
abuse has been consistently demonstrated over
the last several years. A key element of
bankruptcy reform for credit unionsis the right
of acredit union member to reaffirm his or her
debts on avoluntary basis. Thisisimportant to
credit unions, which are owned by their
members. Whenever the debt obligations of a
single member are abandoned or discharged
through bankruptcy, other members of the credit
union must shoulder the costs of the discharged
debt. Bankruptcy reform benefits credit union
members by preserving their access to lower-
cost financial services.
NCUA's Srategic Goal #2, as
previously stated, focuses on the safe
integration of technology, and
anticipates some legidative and/or

17
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regulatory assistance may be required. germaneto credit union
Strategic Goals #3 and #4 focus on the competitiveness, aswell astheir growth
legidlative and regulatory issues and devel opment.

18
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Strategic Goal #1 Performance Summary

Promote a system of financially healthy, well-managed federally insured credit unions able to
withstand economic volatility.

Performance Goal Summary

Period 12/00| 9/01 12/00 9/01 12/00| 9/01
Goa 1.1(a) Met OK God 1.2| Met OK Goal 1.3(a) Met OK
1.1(b) New OK
Resour ces Utilization Summary
Year 97 98 99 00 01 02
(Est.) (Goal)

FTEs 724.86 650.90 665.84 697.36 703.08 665.14
Dollars $74,788,401 | $73,657,231| $79,927,400| $89,008,270| $67,139,355| $98,174,971
% Total Dollars 76.93% 73.23% 69.89% 69.78% 70.36% 66.80%

Note: OK indicates the Performance Goal is on track to meet the annual target.

While the number of credit unions has been decreasing in recent years, the complexity of their operations

and balance sheets, as well as total assets, have increased significantly. This has resulted in the need to

shift NCUA’ s examination and supervision process to a more forward-looking, risk-based process.

However, the apparent need for this transition has been, to some degree, masked from the strong

performance of the credit union movement in recent years. Asaresult, the transition stands out as one of

NCUA’s most significant challenges in the coming years.

Goal 1 Management Challenge 2002:

The migration to a risk-focus examination and risk-based scheduling process will require a paradigm shift

at al levels of management with a transition in focus on those areas that present the greatest risk to credit

union safety and soundness.

Addressing the Challenge:

» NCUA will ingtitute a renewed emphasis on effective, open, constructive two-way communication,

both vertically and horizontally, across al levels of the agency, from the NCUA Board Membersto

the newest employees.

19
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» NCUA will ensure dl employee training emphasi zes the transition to risk-focused operations, with
everyone aware of and embracing the corresponding philosophical change.

» NCUA will ensure its transition to a more risk-focused process is effectively communicated to all
members of the cooperative credit union movement.

OUTCOME GOAL 1.1 Performance Analysis

Goal 1.1: Ensurefederally insured credit unions are financially healthy.

The concept behind God 1.1 isto facilitate the improvement of the capital positions of federally insured
credit unions to a reasonable, appropriate level. To that end, we have devel oped two measures to gage
NCUA's success. the firgt tracks credit unions subject to PCA requirements; the second, tracks capital
growth in the corporate network.

Goal 1.1(a): Facilitate

areduction in the CUs with ROA<0.5%, NW<6%
percentage of federaly
insured credit unions 2 00%
with ROA of lessthan
0.5% and net worth of 1.50% e 80%
less than 6%. i

0 1.00% 1.36% 1.280/:0L .

5 0
Measure: % credit 0.50% 7 ‘ 0.73%
unions in category. 0.00% . 1 1
1997 1998 1999 2000 2001 Est 2002 Goal

Target: 1.28%

Goal 1.1(b): Facilitate

an increase in the total Corporate System Capital Increase
capita in the corporate 10.00%
credit union system. 8.00% 8.17%

¥ 6.00% 4 7.33% [6.88% | 7.34% 10 Total |
Measure: % increase ‘21-882? T Capita
in total dollars 0'000/0 Increase measures N/A before 2002 0.50% Annual
available. VU0 1 : Increase

1997 1998 1999 2000 2001 Est 2002

Target: 0.50% Goal

20



Final Annual Performance Plan 2002

Performance Analysis

Credit unions have made steady progressin
improving their return on assets (ROA) as
evidenced by the downward trend in numbers of
credit unions subject to congressionally
mandated prompt corrective action (PCA)
requirements. Thus far in 2001, this favorable
downward trend continues. However, the full
impact of September 11" still remains to be
assessed.  Accordingly, the measure for
performance goal 1.1(a) remains the same.

It isNCUA'’s responsibility as aregulator and
insurer to ensure credit unions are exercising
sound business practices asthey strive to remain
competitive and meet members desiresin an

increasingly dynamic marketplace.

NCUA is dso charged with maintaining public
trust in the credit union system, as this can have
an effect equa or greater than the industry’s
financia health would warrant, as seen by recent
events. Therefore, it isincumbent upon NCUA
to ensure its examination and supervision
processes are effective, efficient and keep pace
with the rapidly changing financial services

environment.

Strategies 2002
» Theregiond offices will begin to implement

NCUA'’ s risk-focused examination program.

» The Office of Examination and Insurance
(E&1) will develop acredit union risk
profile as atool for examiners.

» The Office of Training and Devel opment
(OTD) will, in partnership with E&I,
continue phase 11 of the subject matter
examiner (SME) training program.

» E&I, Regions and Office of the Chief
Information Officer (OCIO) will begin
development efforts for anenhanced
automated analysis capability to support the
risk-focused examination process and
leverage information systems and
technology to better manage available data.

» OCIO will develop means to enhance
examiner data access, data access speed, and
data management tools for increased
productivity.

» E&lI, in partnership with OCIO, will begin
development efforts for an enhanced

information gathering and offsite monitoring

capability.

Crosscutting Strategies 2002
> NCUA will work with credit union

associations to effect synergy through

combined efforts and resources.
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OUTCOME GOAL 1.2 Performance Analysis

Goal 1.2: Ensure credit union management is aware of and is planning effectively to meet current and
potential future financial challenges.

The concept behind this goa isto facilitate the health of credit unions through effective planning, and move
them out of a“watch” status. We have two measures for this goal: the first which measures credit unions

impression of NCUA's ahility to impart useful information, and the second tracks NCUA'’ s ahility to
effectively point out issues to be addressed to low-rated credit unions.

Goal 1.2(a): Maintain

an above average score CU Survey Score
on credit union survey.

. 5 71 Measure N/A before 200C
Measure: Examiner's 4
ability to provide 3 4.6 46 4.6
information on trends 2
and issues. 1
0 T 1
Target: 4.6 out of 5on 1997 1998 1999 2000 2001 Est 2002 Goal

questions #4 & #8

Goal 1.2(b): Reduce

the percentage of those Code 3 > 36 Months
federaly insured credit

unions that remain

7.00%
CAMEL code 3 for 5.00%
more than 36 months. 5.00% 1 6.00%
4.00% 1 5.20%
Measure: % of Credit 3.00% A 4.30% 3.63% 4.00% 4.00%
Unions in category. 2.00% 1
egory 1.00% 1
0.00% . . .
- 40
Target: 4% 1997 1998 1999 2000 2001 Est 2002 Goal
Performance Analysis The financid health of a credit union is
The current survey data indicates the strong dependent upon severa factors. However, the
performance of the examiners continues. The operative factor is the ability of credit union
average score was 4.6 out of 5, as of June 30, management to envision, plan, and execute
2001. business plans that provide members with the

desired financial services at competitive rates.
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The number of credit unions remaining at a
CAMEL Code 3 rating beyond 36 monthsis an
indirect indicator of their success; it isindirect
due to the overriding impact of the economy.
As an added note, the need for proper due
diligence, and evaluation of the evidence of the
economic impact, cannot be over-emphasized
given the events of September 11™.

Strategies 2002
» The Office of Credit Union Development

(OCUD) will continue to provide best
practice business planning and information
to credit unions where appropriate, with the
majority of the focus on smaller, community
development and faith-based credit unions.

E&I and OTD will implement a means to
ensure appropriate examiner training
annually, aswell as and individual efforts,
keep them abreast of emerging financia
trends and devel opments that may impact
the credit union industry.

E& | will continue to provide information to
the credit union community on emerging
issues and the importance of due diligence
to changing economic conditions by credit
union management in maintaining overal
safety and soundness.

OUTCOME GOAL 1.3 Performance Analysis

Goal 1.3: Maintain the healthy performance of the National Credit Union Share Insurance Fund

(NCUSF).

The concept of this goa isto ensure a strong insurance fund, which is an indirect barometer of the health
of the credit union movement. The measure used — net losses to the NCUSIF—is graphically displayed

below.
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Goal 1.3(a): Maintain
the insurance loss ratio 10 Year NCUSIF Loss Ratio
ten-year average below
$0.30 per $1,000. 0.12%
M easur € Insurance 0.08%
Fund loss ratio. 0.04% All values are $0.00 for noted vears
0.03%
Target: $0.30 per 0.00% T T T .
$1,000 1997 1998 1999 2000 2001 Est 2002 Goal
Performance Analysis other risks directly affect the credit unions

Recent performance in this area could suggest a
zero insurance loss as NCUA’ s godl for 2001.
However, the god is to limit the loss amount to
an acceptable degree. Rather than zero loss,
NCUA dtrives to reduce excessive insurance risk
relative to the National Credit Union Share
Insurance Fund (NCUSIF) and its prevailing
equity level as evidenced by the $0.30 per
$1,000.00 insurance loss ratio goal and measure.
The strong performance of credit union
management and NCUA' s regulatory and
supervision efforts have kept the trend intact. As
of June 30, 2001, there have been no net losses
to the NCUSIF.

The NCUSIF is backed by the full faith and
credit of the U.S. Government. Itis
cooperatively funded by the individual credit
unions by keeping a minimum of 1.3% of their
total assetsin the fund. Losses againgt the fund
resulting from poor business practices, fraud, or

liquidity and therefore its ability to provide
desired member services.

Therefore, NCUA’s strategies for 2002 are
focused on preventing undue risk to the NCUSIF
without limiting credit unions ability to provide
desired member services.

Strategies 2002
» E&I will ensure NCUA' s supervision and

examination programs will provide timely,
efficient and creditable feedback to credit
union management and minimize undue loss
to the NCUSIF.

» E&I and Regions will manage NCUA'’s
supervision and examination programs such
that the percentage of federally insured
credit unions that remain CAMEL code 4 or
5 (for 12 months) will be no more than 1.1%
and for 24 months no more than 0.45%.
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NCUA will perform insurance reviews of
12.0 to 15.0 percent of the federaly insured
state chartered credit unionsin each state.

Crosscutting Strategies 2002
E& | and the Regions will implement a

means or process to ensure joint
examinations, risk reviews, and vendor
reviews conducted with other agencies to
eval uate risked-based forward-looking
issues concerning safety and soundness of
federally chartered credit unions.

» NCUA Regions will coordinate with state

supervisory authorities to ensure joint
examinations and risk reviews evaluate all
of the risked-based forward-looking issues
concerning safety and soundness for
federally insured state chartered credit
unions (FISCUs).

Strategic Goal #2 Performance Summary

Ensure credit unions are prepared to safely integrate financial services and emerging
technology in order to meet the changing expectations of their members.

Performance Goal Summary

Period 12/00 09/01
Goal 2.1(a) | Met OK
Resour ce Utilization Summary
Year 97 98 99 00 01 02
(Est.) (Goal)
FTE's
(actual) 29.52 3257 30.52 35.32 30.29 38.30
Dollars
(actual) $3,218,431 $4,279,140 $3,612,356 $5,053,257 $3,225,021 | $5,728,532
% of Total
Dollars 3.31% 4.25% 3.16% 3.96% 3.38% 3.90%

The Information Technology industry is an ever-changing one. This constant change forces credit unions

to change as well, in order to remain competitive in the financial services industry. This aone would
encourage NCUA to continually update its capabilities as well. However, with the connection to aworld-
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wide-web, credit unions are finding themselves ever-increasingly vulnerable to electronic crimes.
Therefore, NCUA must also focus attention on the security of credit union systems. By ensuring credit
unions have secure systems; NCUA helps to prevent the loss of member’s financial information — either
through theft or accident.

Goal #2 Management Challenge 2002:

The migration of credit unions to more sophisticated means of service delivery will require NCUA to
increase its emphasis upon IT system controls, both externally and internally, to address security and
privacy concerns of the general public while maintaining industry safety and soundness. The impending
expiration of its authority to examine third parties will have significant impact upon how this challenge is
addressed.

Addressing the challenge:

» NCUA will continue to train targeted examinerson I T evaluation procedures.

» NCUA will continue to emphasize IT security and controls during examinations.

» NCUA will continue to work with the Federa financid Ingtitutions Examination Council (FFIEC)
and other joint groups to develop synergism among all participating agencies efforts.

» NCUA will address contingency and succession planning

OUTCOME GOAL 2.1 Performance Analysis

Goal 2.1: Ensure credit unions have access to information about emerging financial service technology and
use this information to integrate innovative technology planning, contracting, deployment, and support
within the credit union framework.

The concept behind goal 2.1 isto facilitate credit unions' advancement into the technology age. The goal is
measured through the direct increase in credit unions offering electronic services to members.
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Goal 2.1(a): Increase
the number of credit CUs with Interactive Service
unions offering
i i i 2283
interactive services. 3000 075 2511 150.00%
M easure: Number of 2000 977 - 100.00%
credit unions with 1000 + 484 ’—| -+ 50.00%
service. 0 : : : b 0.00%
1997 1998 1999 2000 2001 Est 2002 Goal
. 0,
_Tiggt. 10% annua |I:I Number —e— Increase % |
increase
Performance Analysis technology through information sharing

» The 2001 target for Performance God 2.1(a)
was reduced from 25% to 10%. The goal
reduction relates to market penetration
rather than a cut back in agency efforts. As
more credit unions offer interactive services,
there will be fewer opportunities to “bring

credit unions on board.”

Many credit unions, with their focus on member
service, have been quick to provide the
convenience of interactive services. NCUA’s
challenge is to facilitate and encourage those
credit unions that find it more difficult to
integrate technology into their financia service
package because of financia limitations or lack
of technical expertise.

Strategies 2002
> E&I and OTD will continue to enhance staff

and examiners understanding and use of

systems, technology focused conferences,
working with forward-looking credit unions,
and educational programs, €tc.

E&I, Regions and OTD will encourage the
use of technology plans by credit unions.
Regions will review security plans and
systems used by credit unions to safeguard
member information.

Crosscutting Strategies 2002

Regions and OTD will encourage training
through outside regulatory agencies, and the
sharing of information concerning attempted

theft of member information.
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Strategic Goal #3 Performance Summary

Create a regulatory environment that will facilitate credit union innovation to meet member
financial service expectations.

Performance Goal Summary

Period 12/00 [ 09/01 12/00| 09/01 12/00 09/01
Goal 3.1(a) | Not Met OK Goal 3.2(a) Met OK God 3.3 | Met OK
3.2(b) Met OK
Resour ces Utilization Summary
Year 97 98 99 00 01 02
(Est) (Goal)
FTE’'s
(actual) 28.06 28.61 31.61 34.04 32.92 71.22
Dollars
(actual) $2,894,839 $3,237,259 $3,794,983 $4,344,719 $3,143,990 $10,512,171
% of Total
Dollars 2.98% 3.22% 3.32% 3.41% 3.29% 7.15%

NCUA is charged with regulating federaly chartered credit unions. NCUA also has the job of providing

insurance coverage to member deposits (within certain restrictions). At times, these two jobs may appear

to stand in conflict with credit union progress. NCUA has regulations in place to ensure credit unions

operate in a safe and sound manner to protect the insurance fund. However, the regulations may restrict

credit unions from expanding services that may be considered necessary to stay competitive. NCUA must

weigh these situations, while finding ways to enforce or waive regulations, to allow expansion without

unduly increasing risk or lowering the standards.

Goal #3 Management Challenge 2002:
Encourage and enhance credit union growth and innovation, regardless of Federa, State, large or small

charter specification or asset size, while maintaining and promoting public trust and confidence in the

cooperative credit union movement through flexible regulatory controls.

Addressing the Challenge:

» NCUA will continue to enhance its communication with credit unions, leagues, associations, €tc.

» NCUA will continue to enhance and improve examination effectiveness and efficiency while

providing the flexibility for competitive business practices.

» NCUA will continue the annual systematic regulation review process.
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» NCUA will expand its efforts to seek credit union concerns and issues through focus groups, league

meetings, etc.

OUTCOME GOAL 3.1 Performance Analysis

Goal 3.1: Assist credit unions in under standing the impact of changing demographics and in positioning
themsel ves to address changing member expectations.

The concept behind this goal is to measure how well NCUA' s regulatory policies and practices facilitate
credit unions' understanding of the impact of societal changes on their operations. NCUA uses an
indirect measure; that is, the percentage of members that use their credit union as their primary financia
institution to gage the combined success of NCUA and the credit unions.

Goal 3.1(a): Increase
the percentage of Share Draft Growth
members using draft 44.0% 3% 50 4.0%
accounts. 42.0% + ST =" sUre
40.0% + 1.8% e A $_L T 3.0%
-7 ©72 y 415%  f2.7%
Measure: Draft 38.0% t 5793  102P  40.1% + 2.0%
accounts againgt total 22-82;0 T 26.6% 1 1.0%
members. 7D
32.0% : ! | ! 0.0%
Target: 3% annud 1997 1998 1999 2000 2001 Est 2002 Goal
increase C— Account % —e—Increase %
Performance Analysis NCUA regions are actively assisting credit

Draft account usage has been strong and
continuesinto 2001. Asaresult, NCUA will

continue to enhance credit union understanding

of the impact of increasing competition and

demographic changes through conferences and
meetings, economic analys's, supervision and
examination activities, NCUA publications, etc.

unionsin their efforts to serve the low-income
and underserved. For example, one region has
developed a low-income designation instruction,
aworksheet, and a database for examiners use,
aswell asalist of underserved areas with an
accompanying map.

Another region has implemented an

Empowerment Program providing technical
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training to groups of small credit unions and
placing low-income designation information on
the Web where it is easily assessable to al credit

unions.

Additionally, credit unions are actively taking
the lead with innovative programs. These
include: credit counseling and assistance; credit
re-builder programs; financia education and
services to high school students; and Individua
Development Account Programs that match
funds in a member’ s account when used for
educational or other specific purchases, such as
a home purchase.

NCUA will continue to focus on enhancing
effective communication and cooperation with
credit unions.  Thisis essential to ensuring a
mutua understanding of our changing

environment and its impact on the credit union

movement. This strategy will include
communicating the need for credit union
business plans technology utilization as effective
toolsin preparing to meet the challenges of the
21 century.

Strategies 2002
» NCUA will encourage credit unions to

prepare and maintain up-to- date business
plans that focus on current and future
member expectations as a management tool.
» NCUA will continue providing timely,
pertinent information on emerging
developing credit union issues using
NCUA’s Web Page, pressreleases, lettersto
credit unions, newd etters, regulatory alerts,
etc., asresources for credit union business
planning. Note: E&I, OIS, OCUD and
OCCU and severd regions have been

actively pursuing this strategy during 2001.
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OUTCOME GOAL 3.2 Performance Analysis

Goal 3.2: Enable credit unions and their membersto succeed by ensuring NCUA’ s examination focus and
regulations do not impose unreasonabl e impediments to growth and innovation.

The concept behind this goa isto determine how well NCUA balances its regulatory responsibilities and
policies to provide a facilitative environment for credit unions to grow, develop, and prosper. NCUA
uses two measures, both based on survey information, to assess agency performance from a credit union
perspective.

Goal 3.2(a): Maintain
acooperativeworking Examiner Satisfaction
relationship facilitating
credit union growth 5
without lowering
safety and soundness 4.5
standards. 4 4.5
4.4 4.4 4.4 4.4 4.4

Measure: Overdl 3.5 1
response to NCUA 3
Examination Survey.

1997 1998 1999 2000 2001 Est 2002 Goal
Target: 4.4 average

overal response rating

Goal 3.2(b): Maintain
arisk-focused

approach to the
examination process.

Examination Process Survey Results

M easure: Questions 45
number 3 and 4 on the ' 45
NCUA Examination 4444 44 4.4 4.4 4.4
Survey (examiners
focus on significant 3.5 1
issues).

Target: 4.4 average 1997 1998 1999 2000 2001 Est 2002 Goal
response rating
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Performance Analysis

The measures for 2001 remain the same. Thisis
in recognition of NCUA’srole as aregulatory
authority. Regulatory authorities must maintain
certain standards, which therefore naturally
limits the bar on this goal.

NCUA'’s approach toward this god in 2001 is
focused on the following objectives:

» Reduce regulatory redundancy.

» Ensure examination and supervision
policies reflect a forward-looking risk-
focused view of safety and soundness.

» Ensure NCUA gtaff, at dl levels,
communicate effectively in word and
deed and use aregulatory approach that
supports credit unions in their effortsto
be financially safe, sound, and highly
member focused.

NCUA's approach in 2002 to regulation,
examination, and supervision recognizes the
need for credit unions to take reasonable risks,
especidly in light of changing technology and
demographics. Thiswill be accomplished, in
part, by enhanced communication between
NCUA, credit unions, leagues, and associations.
NCUA will aso continue to take steps to be

current on emerging issues and new services and
practices.

Further, NCUA will continue to analyze the
need for new or revised regulations, keeping in
mind the cost to comply, the impact on
innovation to meet member expectations, as well
as the more traditional financia safety and
soundness concerns.  (Some initiatives include
Reg-Flex, risk focused examination, risk-based
examination scheduling, transition from
transaction examination to
supervision/consultant and use of market forces,
which Federal Reserve Board Chairman Alan
Greenspan has called the most effective form of
regulation.)

Strategies 2002
» NCUA will focus on emerging credit union

issues, services and practices, relative to the
impact on membership needs and safety and
soundness.

» NCUA will continue the implementation of
forward-looking risk-focused examination
and risk-based examination scheduling
programs.

» NCUA will continue to enhance its
interaction with credit unions through staff

attendance of meetings with credit unions,
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leagues, trade associations, programs such
as town meetings, Conversationswith
America, work shops, community activities,
conferences, meetings, etc.

and emerging issues and revise regulations,
as appropriate, to encourage dialogue on
regulatory issues with a broader spectrum of
the credit union movement.

» OCIO will continue to fully integrate
disability requirements (section 508) into
NCUA's public and inter-agency
communications.

> E&I, OCCU and Office of Generd Counsd
(OGC) and OIS will continue to review
NCUA’srules and regulations, keeping in

mind the current competitive environment

OUTCOME GOAL 3.3 Performance Analysis

Goal 3.3: Facilitate credit union partner shipswith each other and other financial service providers,
trade associations, etc., in order to achieve economies of scale and better meet member service
expectations.

This goa’s concept focuses on facilitating the continuation of the cooperative spirit between and among
credit unions and other members of the credit union community. This cooperation enhances safety and
soundness through economies of scale, while improving capabilities to meet member service
expectations. Success is measured through the measurement of the number of partnerships facilitated.

Goal 33: Arr_ange Partnership Groups to SE Groups
new partnerships
among credit unions. 80 - .
Measure: Partnerships 28 54
noted in examination 20 60 58 54
reports. 0 . -

1997 1998 1999 2000 2001 Est 2002 Goal
Target: Average one
new partnership per SE ||:| Partnerships OSE Groups
group
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Performance Analysis

As numbers of credit unions diminish and the
merger trend continues, it may become
increasingly difficult to achieve thisgoal. Asa
result, it was not changed for 2001. To ensure
success, additional strategies for encouraging
credit unions to form alliances with other
organizations, such as credit union service
organizations, technology vendors, and non-
traditional financial service providers, will be
developed as well.

In 2002, credit unions will increasingly be
competing for position in a market that includes
large conglomerates with substantial resources.
Credit unions should consider leveraging their
cooperative efforts to work together to achieve
economies of scale. Credit unions might also
partner with other financial service providersto
package products and services to help them
retain and attract new members.

Strategies 2002
» NCUA Regions will continue to encourage

credit unions to partner with each other, to

share knowledge and expertise; to form
alliances, such as with credit union service
organizations (CUSOs), to achieve
economies of scale; and to partner with

other organizations such as technology
vendors and non-traditional financial service

providers.

NCUA will continue to enhance its ability to
openly communicate with credit unions
through the implementation of video
teleconferencing and/or web casting of

Board meetings.

Crosscutting Strategy 2002
NCUA will continue to collaborate with

other financial regulators on ways and
means to promote and facilitate partnerships.
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Strategic Goal #4 Performance Summary

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.

Performance Goal Summary

Period 12/00 09/01 12/00 09/01
God 4.1(a) Not Met OK God 4.2(a) Met OK
4.1(b) N/A
Resour ces Utilization Summary
Year 97 98 99 00 01 02
(Est.) (Est.)

FTE’'s
(actual) 90.84 102.46 116.25 118.16 119.54 115.73
Dollars

(actual) $9,372,275 $11,594,538 $13,955,037 $15,081,098 $11,415,395 $17,082,197

% Total
Dollars 9.64% 11.53% 12.20% 11.82% 11.96% 11.62%

NCUA istheinsurer and regulator of most credit unions. Asaresult, NCUA views credit union safety
and soundness as a primary concern. This view includes afocus on allowing credit unions to expand,
both in size and services, to remain competitive. NCUA believes such a focus will improve the industry
asawhole. NCUA'’s challenge is to encourage growth without lowering the bar for sound financia

practices.

Goal #4 Management Challenge 2002:

As credit unions face an ever-increasing competitive environment, it presents NCUA with a unique
challenge. NCUA must balance credit unions' need to expand to remain competitive with NCUA’ s need
to ensure credit union management provides proper due diligence to asset-liability management under
rapidly changing economic and demographic conditions. This need for proper due diligence has become
ever more critical as the nation recovers from the events of September 11™.

Addressing the Challenge:
» Continue to assist credit unions in identifying and expanding into underserved aress.
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» Continueto develop a pilot credit union chartering program to determine its efficiency and
effectiveness in obtaining new members for the credit union community. Implement agency-wide, if
appropriate.

» Encourage al credit unions, including CDCUs and faith-based institutions, to leverage their cultural
and socid ties to reach out and provide needed financial services to their surrounding communities.

OUTCOME GOAL 4.1 Performance Analysis

Goal 4.1: Increase the number of federally insured credit union members annually.

Thisgoal’s concept is to measure NCUA'’ s effectiveness in facilitating credit union growth and devel opment
for the purpose of enhanced safety and soundness of the credit union movement. The growth in credit union
memberships can be directly tracked and serves as an effective measure of success. A leading indicator of
credit union membership growth is the number of community charter conversions approved, which is also
tracked.

Goal 4.1(a): Facilitate
an increase in credit Membership Growth
union membership. 85 3.0% 2 00 4.0%

80 1o R — T 30%
M easure: Reported 3.3%
annual increasein 75 2-8% 2.0%
membership numbers. 20 L . 82.3 L o%
Target: 3 % annually P L SN N L : : 0.0%

1997 1998 1999 2000 2001 Est 2002 Goal
||:| Members ——Increase % |
Goal 4.1(b): Facilitate
anincreasein Community Charter Conversions
community charters. 12 120.0%
1 100.0%

M easure: Number of 0.8 80.0%
community charters 0.6 60.0%
approved annually. 0.4 Baseline to be established 40.0%

0.2 20.0%
Target: TBD 0 : : : : : 0.0%

1997 1998 1999 2000 2001 Est 2002 Goal
[ Conversions —e— Increase %
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Performance Analysis CDCUs, and faith-based credit unions and
The NCUA strategies performed well in 2000. providing assistance through programs such
As aresult, the goa percentage remained the as SCUP, the CLF, etc.
same for 2001. However, the godl in total » NCUA Regions will implement and review
number of new members to be added actually the results of the pilot-chartering program to
increases by 100,000 over 2000's goal. determine whether such a program should be

implemented NCUA-wide.

NCUA is uniquely responsible for establishing a » NCUA regions and staff continue to
regulatory and examination environment that facilitate credit union membership growth
encourages innovative programs and credit through the encouragement of community
union growth. To that end, NCUA is charters.

aggressively pursuing increased cooperation

among and with credit unions, leagues, and

associations in promoting the synergy between Crosscutting Strategies 2002

traditional credit union values and the need for » NCUA, asan agency, will coordinate with

growth. SSAs, leagues, credit unions, and State and

Strategies 2002 National trade organizations, and other

» NCUA Regions and Office of Credit Union interested organizations to educate the
Development (OCUD) will continue to public about the benefits of credit union
focus on credit union development membership to assist in ensuring prudent,
encouraging new credit union charters and well-managed credit union membership
expansion of existing charters such as growth.

OUTCOME GOAL 4.2 Performance Analysis

Goal 4.2: Increase the percentage of the potential under served member ship population served annually.

The focus of this god is to clearly demonstrate that credit unions are taking up the mantle to fully serve the
underserved, especially those of modest means.  The measure tracks the population of underserved areas
added to credit union field of memberships as an indirect measure of providing reasonable financial access
to the underserved. The percentage is based on the total underserved population as identified by US Census
Data.
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Goal 4.2:
Facilitate an 15

Percentage Increase in Potential Membership

20%

increase in the
potential
membership of

15% 11378 10%

+ 15%

underserved.

N/A Applicable prior to 2000 10

/0\

e | + 10%

Milliongs

Measure:
Percentage annua
increasein

3% + 5%
0% 0% OO/i/P/Z' 37
& | V'S | | | | O%

potential 0 ——t—

underserved 1997 1998
membership.

v

1999

2000 2001 Est 2002 Goal

Target: 10 %

1 Potential Membership Added —e— Increase %

annualy.

Performance Analysis

The goals and strategies related to increasing
service to low-income and underserved areas
were successful and, thus, were continued into
2001. Credit union consolidation and the impact
of the economy may bring aleveling off of the
rate of increase in these areas.

The underserved represent amost a third of the
entire US population and thus provide fertile
ground for credit union growth. While the
measure of potential membership is an indirect
measure of credit union use by the underserved,
it does clearly indicated credit union efforts to
provide reasonable access to financial services

to those of modest means.

Strategies 2002
» NCUA Regions and OCUD will facilitate

and encourage chartering of new credit

unions and the expansion of existing credit
union service to low-income and
underserved areas

NCUA Regions and OCUD will continue to
facilitate meetings between credit unions
and community representatives through
regional Small Credit Union Program
(SCUP) conferences and meetings with
other government agencies and private
sector foundations.

NCUA Regions will encourage eligible
credit unionsto apply for Low Income
Credit Union (LICU) designation.

NCUA Regions will continue to assist credit
union officials in preparing field of
membership expansion requests, community
needs assessments and business plansto

facilitate an increase in the number of credit
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union members from low-income and
underserved areas.

Crosscutting Strategies 2002
NCUA, with assistance from State and
Nationa trade organizations, will facilitate

and encourage chartering of new credit
unions and expansion of existing credit

union service to low-income and
underserved areas.

NCUA Regions and OCUD will work with
other agencies that support the underserved,
such as the Department of Housing and
Urban Development and the Small Business
Administration, to enhance financial
services access to the underserved.
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Strategic Goal #5 Performance Summary

Enhance NCUA'’s organizational ability to act proactively in assisting the credit union
community meet the challenges of the twenty-first century.

Performance Goal Summary

Period 12/00 09/01 12/00 09/01 12/00 09/01
Goal 5.1(a) | Not Met | Not Met Goal 5.2 N/A N/A Goal 5.3(a) Met Met
5.3(b) Met Met
Resour ces Utilization Summary
Year 97 98 99 00 01 02
(Est.) (Goal)
FTE's
(actual) 67.26 69.08 108.96 110.25 109.91 104.81
Dollars
(actual) $6,939,230 $7,817,713 $13,079,304 $14,071,940 $10,495,371 | $15,469,590
% Total
Dollars 7.14% 1.77% 11.44% 11.03% 11.00% 10.53%

During past years, NCUA recognized the need for achange in the way it addresses its operations, from

one that focuses on financia transactions to one that focuses on management preparedness for current and

future requirements. Asaresult, NCUA has begun to shift its focus much more toward the financia risk

of credit union operations. NCUA's challenge is to continue this change as credit unions grow in asset

size and balance sheet complexity.

Goal #5 Management Challenges 2002:
The migration of government agencies towards the structural efficiencies listed in the President’s
Management Agenda (FY 2002) will require NCUA to:
» Maintain a balanced approach to safety and soundness while shifting to a risk-based focus.

» Increase organizational efficiency.

> Develop ameans for making necessary changes while remaining within the limits of its annual

budgets.
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Addressing the Challenges:

» Egtablish ameans to continually review and effectively manage the agency workforcein size,
diversity, programs, etc. (OMBManagement Initiative)

» Continue the use of the Nationa Quality of Life Committee as an initiative to involve al staff to
enhance the workplace environment where it contributes to organizational effectiveness and
efficiency. Thisincludes the further development of the use of cross-functional committees of
examiners, technicians, analysts, etc. to be developers of new programs and procedures to
gain improvements in systems and process.

> Establish ameansto effectively manage NCUA'’s human capital through targeted skills recruitment,
increased retention, quality training, etc. (President’s Management Agenda Initiative/GAO High Risk
Item)

» Review the organization with the objective of de-layering management and flattening the structure.
(President’ s Management Agenda Initiative)

» Continualy review and update the agency-wide security plan to include timeline, budgeting, staffing,
training required, etc. This process should include enhancing the ease of use of security features and
updates and education and training of employees on security and its importance. (GAO High Risk
Item)

» Improve and enhance NCUA’s capability to accomplish capital budgeting and planning for required
information technology systems and upgrades to include timeline, budget, staffing, life cycle analysis,
etc.

» Continue to enhance agency communication systems within the central office and with and between

regiona offices.

OUTCOME GOAL 5.1 Performance Analysis

Goal 5.1: Ensure NCUA has the ability to identify management and human capital issues and trends and
implements timely solutions befor e the issues become critical.

The focus of this goal isto clearly demonstrate that NCUA continually assesses the impact of the credit
union movement and the externa environment upon its operations and takes the necessary action to ensure
the effective and efficient completion of itsmission. Success is tracked through two outcome measures
(enhanced communication and improved efficiency) and two output measures (completion of workforce and
training plans).
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Goal 5.1(a): Maintain

constant improvement in
the results of the NCUA
Board and Staff
Organizationa
Assessment Survey

Measure: (Re
Satisfaction with quality
and timeliness of cross-
agency communication).

Target: Basdineto be
established

NCUA Organizational Assessment Survey

4.5

4

3.5

Basdline to be established

3
1997

1998 1999 2000 2001 Est 2002 Goal

Goal 5.1(b): Integrate human capital planning into agency’s strategic mission and goas.

M easure: Development of a 5-year workforce management plan.

Target: Plan completion November 2002.

Goal 5.1(c): Transition workforce to requisite competencies and skills to fully implement the risk-focused
examination and supervision program.

M easure: Development of examiner training program and transition plan

Target: November 2002

Goal 5.1(d):

Continuetransition
toward more
citizen-based
/streamlined results
oriented
organization.

Measure: Increased
efficiency through
effective staff
management.

FTE's

Authorized Full-Time Equivalents

1100
104215 1049.07 .
1050 1013.15 S02810
. 995.2
000 ™ 5525
950 -
900 : : : : :
1997 1998 1999 2000 2001 Est 2002
Goal

Target: 4% staff

reduction by December 2003 using 2001 as basdline.
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Performance Analysis

As NCUA looks inward to assess its capahilities,
efforts must focus on four areas. Firgt, it will
have to continue taking a critical look at its
current staffing and competency needs for
forecasting and evaluating trends. Itis
imperative NCUA be able to quickly identify
and bring forward critical information regarding
emerging risks and trends to senior management.
This forward-looking approach will improve
NCUA' s responsiveness to safety and soundness

issues of the credit union movement it serves.

Second, the agency will have to establish a
process to communicate this essentia

information to all personndl.

Third, NCUA will haveto fully assess the
impact of the risk-based examination scheduling
and risk-focused examination programs on

required support operations and ensure these

critical programs are set up for success.

Fourth, NCUA will have to continue to better
integrate its budget and performance
information. In doing so, NCUA must aso
consider ways to use information technology as
an enabler to better utilize personnel, budget,
and program data to improve overall agency

efficiency and effectiveness.

Strategies 2002
> NCUA will develop a more effective means

to identify and propose solutions to
emerging risks and trends.

> NCUA will develop a more effective means
to deploy and communicate the agency
performance goals and measures throughout

and to integrate them into daily operations.

OUTCOME GOAL 5.2 Performance Analysis

Goal 5.2: Ensure NCUA migrates to a single integrated, reliable, scalable, high-speed, and secure
information technology architecture system, which isfully supportive of NCUA strategic goals.

The focus of thisgoa isto clearly demongtrate that NCUA is migrating toward completion of an optimized
expanded electronic government agency. We track success through the completion of our Enterprise
Architecture Infrastructure Blueprint, customer satisfaction, and reliability and security of the systems.

43




Final Annual Performance Plan 2002

Goal 5.2(a): Ensure NCUA has the appropriate Information Technology tools to accomplish its mission

effectively and efficiently.

Measure: Development and ingtitutionalization of an Enterprise Architecture Infrastructure Blueprint.

Target: January 2003

Goal 5.2(b): Maintain

current and efficient
information technology
tools for examiners and
staff.

M easure: Satisfaction
with information
technology tools and
their capabilities.

Target: A survey
response of 3.0 or better

on a5-point scale.

Goal 5.2(c): Ensure the
reliability of NCUA’s
network architecture.

Measure: Percentage of
network availability.

Target: 97% or better

NCUA Customer Satisfaction Survey Results

5
4
3 3
5 N/A Prior to 2002
1 T T T T
1997 1998 1999 2000 2001 Est 2002 Goal
NCUA Network Architecture Availability
100
95 /
- 97
90 N/A Prior to 2002 /
85 /
80 T T T T
1997 1998 1999 2000 2001 Est 2002 Goal
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Goal 5.2(d): Ensure the
reliability of NCUA’s NCUA Server Availability
server capability. 100
Measure: Percentage of % / o
server availability. 90 N/A Prior to 2002
Target: 97% or better. 85 //
80 . . . .
1997 1998 1999 2000 2001 Est 2002 Goal

Goal 5.2(e): Ensure the security of NCUA'’ s information technology system.
M easure: Results of an independent security audit.

Target: No material weaknesses.

Performance Analysis collect data for performance goals and
The focus of Outcome Goal 5.2 will be on measures
Information Technology and NCUA' s ahility to » NCUA will develop ameansto leverage
effectively leverage its capabilities to serve as an technology to better manage data collection,
enabler of improved efficiency and effectiveness storage, analysis, and access for enhanced
of administrative and operations functions. The organizationa efficiency and effectiveness
IT emphasis will be on developing a robust, in the determination of credit union financia
scalable Enterprise Architecture (blue print for health and risk profile.
the future) and setting in place the necessary » NCUA will conduct a customer satisfaction
infrastructure to effectively and efficiently survey of NCUA IT users.
support operational and administrative » NCUA will contract for at least one
requirements today, tomorrow and in the future. independent I'T security review during 2002.

» NCUA will develop and implement an

Strategies 2002 effective means to maintain, upgrade, and
» NCUA will implement a means to leverage replace network components and servers as
technology to systematically and efficiently required.
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» NCUA will investigate and consider
implementing an effective means to provide

video teleconferencing, webcasting, net

meeting, and e-learning capabilities.
» NCUA will investigate and consider

implementing a means to improve and

enhance the agency’ s telephone exchange

system.

» NCUA will continue to ensure the agency is
in full compliance with the Government
Information Security Reform Act (GISRA).

» NCUA will ensureits Enterprise
Architecture Infrastructure is on track to
support the eventua requiremernts for
broadband and/or wireless and web-based
operational capabilities for staff, examiners

and credit union interaction.

OUTCOME GOAL 5.3 Performance Analysis

Goal 5.3: Ensure NCUA has the organization in place to support a renewed emphasis on credit union

growth and devel opment.

The focus of this goa isto clearly demonstrate that NCUA’ s organizational structure and operationa
procedures do not impede credit union growth but do maintain overall safety and soundness. We track
success through our ability to maintain staff levels and provide appropriate training.

Goal 5.3(a): Maintain
the personnel at the

optimal levd.

M easur e: Authorized
level of FTE's.

Target: 95% or better.

100

95 1
90 A1
85 A1

80

Percent Authorized FTE Manning Level

98.27

89.78

7.86

1997

1999 2000 2001 Est 2002 Goal
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Goal 5.3(b): Maintain
the turnover rate at an Percent Examiner Turnover Level
acceptable level.
20
Measure: Percentage
Examiner turnover rate. 15
10 1 115

Target: 9% or lower. ;| 91 F?\fs/ 9.1

O T T T

1997 1998 1999 2000 2001 Est 2002 Goal
Goal 5.3(c): Maintain
Subject Matter Examiner Percent E-Learning
and other competencies
through an optimal mix of 100
classroom and e-learning
training. 95

90 I . - ]

Baseline to be Established
Measure: Annud 85 | |
percentage increase in e-
learning training. 80 . . . .
1997 1998 1999 2000 2001 Est 2002 Goal
Target: Baselineto be
established.
Performance Analysis efficiency. Part 1 looked at Centra Office

NCUA is aggressively continuing its forward-
looking transition and is taking a hard ook
internaly during 2001. First, under NCUA
Board direction, NCUA conducted a two-part
Accountability in Management (AIM) study
designed to review management and
organizationa structure for opportunitiesto
streamline and improve operations with the clear
objectives of strengthening accountability,
budgetary responsibility, and agency-wide

operations and structure. Part 2 looked at
Regional operations and structure.

Additionally, the NCUA Workforce
Management Team is developing a 5-year plan
designed to effectively recruit, train, and retain
the right personnel at the right time to

accomplish the mission.
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Further, NCUA is updating its Strategic Plan for
2003-2008. NCUA is actively seeking the input
of external stakeholders in the development of
this important product that will provide the
roadmap for the future.

The year 2002 will bring NCUA exciting
opportunities. The impact of the economy,
regardless of its state of robustness, will bring
challenges to which NCUA must respond in its
role as regulator and insurer. The use of
technology in service delivery, the trends of
aggregation, consolidation, mergers and many
others will potentially impact NCUA’s
operations and structure to one degree or

another.

NCUA is responding to the changes in the credit
union movement through its risk-based
examination scheduling, risk-focused
examination and other initiatives that |ook
forward in anticipation of preparing the
movement for the future. It isthese changes and
the resulting cultural changes that must take
place within its entire staff and operations that
will occupy NCUA's efforts for 2002 and

beyond.

Strategies 2002
» NCUA will ensureits organizational

structure and/or procedural effectiveness

enhances and does not impede credit union
membership opportunities for growth and
technological competitiveness.

NCUA will develop ameans or atraining
process to adequately address identified skill
competency gaps to begin implementation
of the risk-focused examination and
supervision program.

NCUA will continue the emphasis of the
recruitment task force in ensuring the
agency remains fully staffed with skilled,
properly aligned personnel and minimum of
turnover.

E&I and OTD will work together to identify
core requirements and develop training
opportunities, either internally or externaly,

for subject matter examiners.

Crosscutting Strategies 2002

NCUA will continue to work as an active
member of professiona organizations such
as the National Academy of Public
Administration (NAPA) and the Human
Resources Management Council (HRMC) in
order to increase NCUA' s effectivenessin
developing human resource programs.
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Strategic Program Evaluation

During the year 2002, the OIG will review
NCUA strategic god 1 (Promote a system of
financialy healthy, well-managed federally
insured credit unions able to withstand economic

volatility). Strategic Goal 1 was selected
because the goal represents an estimated 68% &
66% of NCUA budget and staff resources for
2001 & 2002 respectively. The review emphasis
will be verification and validation.
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APPENDIX A

NCUA 5-Year Workforce Plan

The Office of Management and Budget Bulletin
No. 01-07 requires agencies to develop a 5-year
Workforce Plan for inclusion in its Annual
Performance Plan 2003. NCUA is aggressively
addressing thisrequest. NCUA’s Workforce
Plan will be contained in an appendix to its
Annua Performance Plan 2003.

The demographics of the NCUA workforce
reflect a much younger workforce than is typica
of most federal agencies, with NCUA’s median
age in the 40 to 44-age range, and median years
of servicein the 10 to 14 year range. For this
reason, NCUA does not expect a wave of
retirements proportionate to what other agencies
will experiencein the next 10 years. NCUA'’s
largest wave of retirements within the next 10
years will be at the supervisory and executive
level. Nearly 65% of supervisory examiner
workforce and nearly 50% of the executive level
will be eligible to retire between 2005 and 2010.
At the staff, or non-supervisory level, the peak
in retirement igibility is not anticipated before
2020.

To assure a continuing source of highly
qudified candidates for executive, managerial
and supervisory positions to fill anticipated

vacancies, NCUA has expanded its management
and executive development efforts with a new
in-house program targeted at NCUA employees
currently at the CU-13 through CU-16 levels.

At the staff level, retention remains constant at a
high 94 % level, due to innovative recruitment
and retention programs. State of the art
recruitment programs for the primary
occupation, credit union examiners, who
represent more than 60% of the NCUA
workforce and serve as the primary recruitment
source for positions above CU-12, will enable
NCUA to maintain a steady influx of candidates
with minimal disruptions as workforce losses

occur due to retirements, and other causes.

NCUA'’s 5Year Workforce Plan will address

the following areas:

» Seasona, Temporary and Intermittent
Workforce

» Evauation of Workforce Skills

> SKills currently vita to the accomplishment
of the agency’ s goals and objectives

» Changes expected in the work of the agency

» Impact of changes on agency’s human
resources
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» Recruitment, Training, and Retention » Barriersto Achieving Workforce
Strategies to Ensure High Quality, Diverse Restructuring
Workforce

» Organizational Delayering, Increased
Delegations of Authority, Delayering to
Streamline Programmatic Decision Making

» Planned or potentia process improvements
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APPENDIX B

I nformation Technology Resour ce M anagement

(Enterprise Architecture Infrastructure)

Component Mission Statement Component Vison Statement

Provide our customers with a secure, reliable, Provide single, integrated, scalable, secure, and
seamless I T architecture with user-friendly high-speed information technology architecture
quality products and services and timely, system, which is fully supportive of NCUA
accurate data and information, which fosters strategic goals.

effectiveness and efficiency in NCUA’s mission

accomplishment. IT Strategic I ntent (2003-2008)
Goals:
Strategies:

Capital Expenditure Plan 2002

<
w

Item Year 1 Year 2 Totd

Leasing costs

Operations costs

Annua Maintenance

Software upgrades

Disposition costs

Opportunity Costs

FTE's

Etc, etc.
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Comments: This plan is aproduct of the Nationa Credit Union Administration. The National Credit
Union Administration is the federal agency that charters and supervises the nation's federal credit unions.
NCUA insures the majority of member deposits held in credit unions. NCUA is funded by credit unions
and receives no federal tax dollars. Comments and/or recommendations may be sent via e-mail to the
Office of the Director, Strategic Planning, strategicplanning@ncua.gov.

NCUA

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