ANNUAL
R E P O RT

COMMUNITY
MAKING A DIFFERENCE IN THE
COMMUNITIES WE SERVE
At Premier America, a shared commitment of people helping people
makes a difference for both members and the communities they call home.
Community involvement by Premier America staff is ever-expanding
to provide more caring, sharing and building of better
neighborhoods. We are dedicated to fostering relationships
with nonprofit organizations, supporting local
initiatives through programs like Pay it Forward and
providing volunteer support to positively impact
people’s lives.
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In 2016, Premier America employees volunteered
1,240 hours of service to non-profit organizations
and community fundraising events
2016 COMMUNITY PARTICIPATION

1,240

»» American Cancer Society Making Strides Against Breast Cancer Walk
»» American Cancer Society Relay For Life

Hours
Volunteered

»» Food Share of Ventura County
»» Golden Heart Ranch
»» Habitat For Humanity

211

Volunteers

»» Light The Night Leukemia And Lymphoma Walk
»» Walk To End Alzheimer’s

In 2016, Premier America donated $173,500 to local charities
and community organizations

Brain Injury Center
Cancer Support Community

$25,000

$5,000

Casa Pacifica

$35,000
Ventura County
Library Foundation

$35,000

Various Community
Sponsorships

$50,000

Pay It Forward Program

$23,500

$173,500
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In 2016, assets rose to nearly $2.3 billion making Premier America one of the larger credit
unions in the United States. Your credit union continues to be focused on deposits, loans
and member growth as size helps financial institutions create scale which in turn has led
to better rates and services for each member.
In 2015, we merged with Pacific Oaks Federal Credit Union
helping Premier America expand into northern Ventura
County. Throughout 2016, we introduced the credit union
to the Ventura County community, and we were warmly
welcomed. Ventura County member deposits now exceed

“One of the largest
credit unions in the
United States”

$700 million.
Our year-end capital ratio increased to 10.17%, a level the credit union has strived
to achieve. The Board is pleased to have accomplished this goal. Our regulators consider
credit unions to be well capitalized at 7.00%. Financial strength is an important focus
of your credit union and this level of capital demonstrates that the organization
is fiscally sound.
Premier America is growing, financially strong and well positioned to meet
future challenges.
Thank you for your support.
LARRY N. COLSON
Board Chair

CHAIR’S
REPORT
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PRESIDENT’S
REPORT

Premier America strives to deliver the best products, services and access points
to each member.
Premier America has 17 branches in our primary geographic footprint: the San Fernando
Valley, Santa Clarita Valley, and Ventura County. Last year, Premier America remodeled/
relocated/expanded five branches to enhance the level of service provided to you at
these locations. In addition to our branch network, the credit union continued to expand
electronic services. During 2016, the credit union enhanced the mobile banking system
by adding new features such as Touch ID, Quick Balance, Username Recovery and
Password Reset.
The credit union originated $716.7 million dollars in loans last year. The membership as
a whole continues to respond well to our attractive 3/1 and 5/1 adjustable rate mortgage
products and flexible auto loan products. Interest income from loans is the credit union’s
primary source of revenue.
The credit union was able to pay some of the highest savings rates available on
certificates, and money market accounts due to the combination of our lending and low
expense structure.
We expect strong loan growth in 2017, which in turn will allow the credit union to
continue to pay higher savings rates, as these rates are expected to increase in the
coming years.
It is a privilege to work for you, the member-owners of Premier America Credit Union.
Thank you,
JOHN M. MERLO
President/CEO
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MEMBER SHARES

2011
$1,081.7

2016

2006
$968.2

In Millions

ASSET SIZE

2011

$2,038.7

$1,315.0

2016

2006
$1,266.9

In Millions

$2,289.5

DISTRIBUTION OF SHARES
2016
Certificates

32%

IRAs

6%

DISTRIBUTION OF LOANS
2016

Checking

15%

Total Shares
at Year End 2016
$ 2,038,710,155

Others

2%
Home Equity

4%
Savings

20%

Money Market

Vehicles

28%

15%

Total Loans
at Year End 2016
$ 1,727,394,809

Business Loans

21%
First Mortgages

58%
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INDEPENDENT AUDITOR’S REPORT
Report on the Financial Statements

We have audited the accompanying financial statements of Premier America
Credit Union (a California state-chartered credit union), which comprise the
statements of financial condition as of December 31, 2016 and 2015, and
the related statements of income, comprehensive income, members’ equity
and cash flows for the years then ended, and the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation
of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design,
implementation and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based
on our audits. We conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.
An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures
selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers

Sherman Oaks, CA March 9, 2017
internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the
financial statements.
We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly,
in all material respects, the financial position of Premier America Credit Union
as of December 31, 2016 and 2015 and the results of its operations and its
cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

CROWE HORWATH LLP
Certified Public Accountants
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FINANCIAL STATEMENTS
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

CONSOLIDATED STATEMENTS OF MEMBERS’ EQUITY

December 31, 2016 and 2015

2015

$ 265,953,759

$ 350,225,661

17,740,235

42,312,004

ASSETS
Cash and cash equivalents

Years Ended December 31, 2016 and 2015

2016

Interest bearing deposits in other financial institutions
Investments

223,732,400

203,216,800

11,688,422

11,688,932

1,710,185,671

1,475,128,906

Available-for-sale
Restricted stock-FHLB and other
Loans, net

4,508,332

4,627,843

Premises and equipment, net

16,813,187

17,933,826

National Credit Union Share Insurance Fund (NCUSIF) deposit

19,232,289

18,072,357

973,433

1,096,393

6,723,623

7,775,777

Other assets

11,902,826

15,432,575

Total Assets

$ 2,289,454,177

$ 2,147,511,074

Accrued interest receivable

Goodwill, net
Intangible assets, net

$ 2,038,710,155

Total liabilities

$ 1,913,395,017

18,165,791

23,363,952

2,056,875,946

1,936,758,969

232,736,973

210,959,842

Accrued expenses and other liabilities
Commitments and contingent liabilities
Retained earnings

(158,742)

(207,737)

232,578,231

210,752,105

$ 2,289,454,177

$ 2,147,511,074

Accumulated other comprehensive (loss)
Total members’ equity

CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2016 and 2015

2016

2015

$ 61,410,724

$ 57,757,401

Interest income
Loans
Investments and cash equivalents
Total interest income

4,968,479

3,683,916

66,379,203

61,441,317

11,128,834

9,356,916

Interest expense
Members’ shares and borrowings

11,128,834

9,356,916

Net interest income

55,250,369

52,084,401

Provision for (benefit from) loan losses

(3,050,000)

1,200,000

Net interest income after provision (credit) for loan losses		

58,300,369

50,884,401

Total interest expense

Non-interest income
Service charges and other fees

5,352,000

5,186,048

Credit/debit card interchange income

4,361,300

3,507,943

Investment brokerage commissions

1,981,250

1,664,121

-

312,359

1,990,908

1,266,394

13,685,458

11,936,865

Salaries and benefits

27,295,602

27,899,819

Operations

19,280,341

17,269,277

Occupancy

3,632,753

2,779,123

50,208,696

47,948,219

$ 21,777,131

$ 14,873,047

Other
Total non-interest income
Non-interest expenses

Total non-interest expense
Net income

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Years Ended December 31, 2016 and 2015

2016

2015

$ 21,777,131

$ 14,873,047

(48,995)

(60,202)

Net income
Other comprehensive income:
Net change in unrealized losses on available-for-sale
investments
Reclassification adjustment for gains included in net income
Comprehensive income

$ 164,824

28,275,233

-

Equity acquired in merger

-

28,275,233

-

Net change in unrealized gain
(losses) on available-for-sale
investments, net of
-

-

-

-

(372,561)

13,432,072

35,479,443

162,048,327

210,959,842

(207,737)

-

-

21,777,131

21,777,131

-

-

-

-

-

48,995

reclassification adjustments
Balance December 31, 2015
Net income
Net change in unrealized gain
(losses) on available-for-sale

Balance December 31, 2016

$ 13,432,072 $ 35,479,443 $ 183,825,458 $ 232,736,973 $ (158,742)

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2016 and 2015

-

(312,359)

$ 21,728,136

$ 14,500,486

Net income

2016

2015

$ 21,777,131

$ 14,873,047

319,753

1,724,534

Adjustments to reconcile net income to net cash
provided by operating activities:
Amortization of premium on securities, net

1,175,114

849,708

Provision for (benefit from) loan losses

(3,050,000)

1,200,000

Proceeds from sale of loans held for sale

31,443,188

-

Amortization of intangible assets and goodwill

Gain on sale of loans
Depreciation and amortization of premises and equipment
Gain on sale of securities

(86,458)

-

2,239,908

1,697,635

-

(312,359)

Net change in
Accrued interest receivable
Other assets
Accrued expenses and other liabilities
Net cash provided by operating activities

119,511

(72,131)

3,529,749

(1,396,171)

(5,198,161)

3,148,434

52,269,735

21,712,697

(169,786,358)

(60,107,230)

149,000,000

125,000,000

-

87,438,143

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of available-for-sale investments
Proceeds from maturity of available-for-sale investments
Proceeds from sale of available-for-sale investments
Redemption of interest bearing deposits in
other financial institutions
Net change in restricted stock
Net change in loans
Cash acquired in merger
Increase in the NCUSIF Deposit
Proceeds from (purchases of) premises and equipment
Net cash provided by (used in) investing activities

24,571,769

29,763,872

510

(1,206,861)

(263,363,495)

(191,506,470)

-

61,048,621

(1,159,932)

(1,341,025)

(1,119,269)

2,522,102

(261,856,775)

51,611,152

125,315,138

97,899,973

125,315,138

97,899,973

(84,271,902)

171,223,822

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in members’ shares
Net cash provided by financing activities
Increase (decrease) in cash equivalents

350,225,661

179,001,839

$ 265,953,759

$ 350,225,661

$ 11,128,834

$ 9,356,916

Assets acquired in merger

-

$ 310,364,798

Liabilities assumed in merger

-

285,407,966

31,356,730

-

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Supplemental cash flow information
Dividends paid on members’ shares and interest paid
on borrowed funds
Supplemental non cash information

Transfer of loans to held for sale
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-

CASH FLOWS FROM OPERATING ACTIVITIES

Members’ equity

Gain on sale of available-for-sale investments

Net income

Total

Accumulated
Other
Comprehensive
Income (Loss)

$ 13,432,072 $ 35,479,443 $ 118,900,047 $ 167,811,562
14,873,047
14,873,047

reclassification adjustments

Liabilities

Total liabilities and members’ equity

Balance January 1, 2015

Other
Appropriated Unappropriated

investments, net of

LIABILITIES AND MEMBERS’ EQUITY
Members’ shares

Retained Earnings
Regular
Reserve

NOTES TO FINANCIAL STATEMENTS
NOTE 1. NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations: Premier America Credit Union (Credit Union) is a state-chartered
credit union organized under the provisions of the California Credit Union Act. Participation
in the Credit Union is limited to those individuals who qualify for membership. The field
of membership is defined in the Credit Union’s Charter and Bylaws. During the year ended
December 31, 2012, the Credit Union’s defined field of membership was expanded as a result
of the Credit Union’s purchase and assumption of Telesis Community Credit Union (TCCU).
During the year ended December 31, 2014, the Credit Union’s defined field of membership was
expanded as a result of the Credit Union’s merger of NBCUniversal Employees Federal Credit
Union (NBCU). During the year ended December 31, 2015, the Credit Union’s defined field
of membership was expanded as a result of the Credit Union’s merger of Pacific Oaks Federal
Credit Union (POFCU). Accordingly, the Credit Union’s charter was amended to incorporate
the field of memberships serviced by these credit unions. On February 13, 2017 the Credit
Union’s defined field of membership was expanded to include the whole of Los Angeles County.
A summary of the Credit Union’s significant accounting policies is as follows:
Use of Estimates: The preparation of financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of income and expenses during the reporting period. Actual results could
differ from those estimates.
Subsequent Events: The Credit Union has evaluated subsequent events through March 9, 2017,
the date on which the financial statements were available to be issued.
Concentrations of Credit Risk: Most of the Credit Union’s business activity is with its
members, the majority of whom reside in or are employed in Southern California. The Credit
Union may be exposed to credit risk from a regional economic standpoint, since a significant
concentration of its borrowers work or reside in Southern California. Although the Credit Union
has a diversified loan portfolio, borrowers’ ability to repay loans may be affected by the economic
climate of the overall geographic region in which borrowers reside.
Fair Value: The Accounting Standard Codification (Codification) defines fair value, establishes a
framework for measuring fair value and expands disclosures about fair value measurement.
Fair value is a market-based measurement, not an entity-specific measurement, and the
hierarchy gives the highest priority to quoted prices in active markets. Fair value measurements
are disclosed by level within the fair value hierarchy.
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants. Valuation techniques are to be consistent
with the market approach, the income approach and/or the cost approach. Inputs to valuation
techniques refer to the assumptions that market participants would use in pricing the asset
or liability. Inputs may be observable, meaning those that reflect the assumptions market
participants would use in pricing the asset or liability developed based on market data obtained
from independent sources, or unobservable, meaning those that reflect the reporting entity’s
own assumptions about the assumptions market participants would use in pricing the asset or
liability developed based on the best information available in the circumstances.
The fair value hierarchy is as follows:
Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that the
entity has the ability to access as of the measurement date.
Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices for
similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data.
Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions about
the assumptions that market participants would use in pricing an asset or liability.
A summary of the Credit Union’s financial instruments and other accounts subject to fair value,
including methodologies and resulting values, is presented in Note 14.
Cash and Cash Equivalents: For the purpose of the statements of financial position and cash
flows, cash and cash equivalents include cash on hand, amounts due from financial institutions
and highly liquid debt instruments classified as cash that were purchased with remaining
maturities of three months or less.
Interest Bearing Deposits in Other Financial Institutions: Interest bearing term deposits in
other financial institutions are carried at cost.
Investments: Debt securities are classified as held to maturity and carried at amortized cost
when management has the positive intent and ability to hold them to maturity. Debt securities
are classified as available for sale when they might be sold before maturity. Securities available
for sale are carried at fair value, with unrealized holding gains and losses reported in other
comprehensive income.

Interest income includes amortization of purchase premium or discount. Premiums and
discounts on securities are amortized on the level-yield method without anticipating
prepayments, except for mortgage backed securities where prepayments are anticipated.
Gains and losses on sales are recorded on the trade date and determined using the specific
identification method.
Management evaluates securities for other-than-temporary impairment (OTTI) on at least
a quarterly basis, and more frequently when economic or market conditions warrant such an
evaluation. For securities in an unrealized loss position, management considers the extent and
duration of the unrealized loss, and the financial condition and near-term prospects of the issuer.
Management also assesses whether it intends to sell, or it is more likely than not that it will be
required to sell, a security in an unrealized loss position before recovery of its amortized cost
basis. If either of the criteria regarding intent or requirement to sell is met, the entire difference
between amortized cost and fair value is recognized as impairment through earnings. For debt
securities that do not meet the aforementioned criteria, the amount of impairment is split into
two components as follows: (1) OTTI related to credit loss, which must be recognized in the
income statement and (2) other-than-temporary impairment (OTTI) related to other factors,
which is recognized in other comprehensive income. The credit loss is defined as the difference
between the present value of the cash flows expected to be collected and the amortized cost basis.
For equity securities, the entire amount of impairment is recognized through earnings.
In order to determine OTTI for purchased beneficial interests that, on the purchase date,
were not highly rated, the Company compares the present value of the remaining cash flows as
estimated at the preceding evaluation date to the current expected remaining cash flows.
OTTI is deemed to have occurred if there has been an adverse change in the remaining expected
future cash flows.
Restricted Stock: The Credit Union is a member of the Federal Home Loan Bank (FHLB)
system. Members are required to own a certain amount of stock based on the level of borrowings
and other factors, and may invest in additional amounts. Restricted stock is carried at cost,
classified as a restricted security, and periodically evaluated for impairment based on ultimate
recovery of par value. Both cash and stock dividends are reported as income.
Loans, Net: The Credit Union grants mortgage, commercial and consumer loans to
members. The ability of the members to honor their contracts is dependent upon the general
economic conditions of the area, among other factors. The Credit Union also purchases
participations in loans originated by various other credit unions. All of these loan participations
were purchased without recourse and are secured by commercial real estate and taxi
medallions. The originating credit union performs all servicing functions on these loans.
Loans that the Credit Union has the intent and ability to hold for the foreseeable future or until
maturity or payoff are stated at their outstanding unpaid principal balances, less an allowance
for loan losses and net deferred origination fees and costs. Interest income on loans, except
mortgage loans, is recognized over the term of the loan and is calculated using the simple interest
method on principal amounts outstanding. Standard mortgage interest calculation is used for
mortgage loans.
The accrual of interest income on loans is discontinued at the time the loan is 90 days past due.
Unsecured loans are charged off no later than 180 days past due. Past-due status is based on
the contractual terms of the loan. Loans are generally placed on nonaccrual or charged off at an
earlier date if the collection of principal and interest is considered doubtful.
All uncollected interest for charged-off loans is reversed against interest income. The interest
on nonaccrual and charged-off loans is accounted for on the cash basis or cost-recovery method
until qualifying for return to accrual. Loans are returned to accrual status when all of the
principal and interest amounts contractually due are brought current and future payments are
reasonably assured.
Certain loan fees and direct loan origination costs are deferred and the net costs are
recognized as an adjustment to interest income using the interest method over the contractual
life of the loans, adjusted for estimated prepayments based on the Credit Union’s historical
prepayment experience.
Allowance for Loan Losses: The allowance for loan losses is a valuation allowance for probable
incurred credit losses. Loan losses are charged against the allowance when management
believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are
credited to the allowance. Management estimates the allowance balance required using past
loan loss experience, the nature and volume of the portfolio, information about specific borrower
situations and estimated collateral values, economic conditions, and other factors. Allocations of
the allowance may be made for specific loans, but the entire allowance is available for any
loan that, in management’s judgment, should be charged off.
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NOTES TO FINANCIAL STATEMENTS
The allowance consists of specific and general components. The specific component relates
to loans that are individually classified as impaired when, based on current information and
events, it is probable that the Credit Union will be unable to collect all amounts due according
to the contractual terms of the loan agreement. Loans for which the terms have been modified
resulting in a concession, and for which the borrower is experiencing financial difficulties,
are considered troubled debt restructurings (TDR) and classified as impaired.
Factors considered by management in determining impairment include payment status,
collateral value, and the probability of collecting scheduled principal and interest payments
when due. Loans that experience insignificant payment delays and payment shortfalls generally
are not classified as impaired. Management determines the significance of payment delays
and payment shortfalls on case-by-case basis for those loan types that are individually evaluated,
taking into consideration all of the circumstances surrounding the loan and the borrower,
including the length of the delay, the reasons for the delay, the borrower’s prior payment record,
and the amount of the shortfall in relation to the principal and interest owed.
Commercial loans that are not paying under contractual terms are individually evaluated for
impairment. If a loan is impaired, a portion of the allowance is allocated so that the loan is
reported, net, at the present value of estimated future cash flows using the loan’s existing rate
or at the fair value of collateral if repayment is expected solely from the collateral. Large groups
of smaller balance homogeneous loans, such as consumer and residential real estate loans not
modified in a TDR, are collectively evaluated for impairment, and accordingly, they are not
separately identified for impairment disclosures.
Troubled debt restructurings are separately identified for impairment disclosures and are
measured at the present value of estimated future cash flows using the loan’s effective rate at
inception. If a troubled debt restructuring is considered to be a collateral dependent loan,
the loan is reported, net, at the fair value of the collateral. For troubled debt restructurings that
subsequently default, the Credit Union determines the amount of reserve in accordance with
the accounting policy for the allowance for loan losses.
The general component covers nonimpaired loans and is based on historical loss experience
adjusted for current factors. The historical loss experience is determined by portfolio segment
and is based on the actual loss history experienced by the Credit Union over the most recent 12
months. This actual loss experience is supplemented with other economic factors based on the
risks present for each portfolio segment. These economic factors include consideration
of the following: levels of and trends in delinquencies and impaired loans; levels of and trends
in charge-offs and recoveries; trends in volume and terms of loans; effects of any changes in
risk selection and underwriting standards; other changes in lending policies, procedures, and
practices; experience, ability, and depth of lending management and other relevant staff; national
and local economic trends and conditions; industry conditions; and effects of changes in credit
concentrations. The following portfolio segments have been identified: residential real estate,
commercial, and consumer. The Credit Union reviews the credit risk exposure of all its portfolio
segments by internally assessing risk factors. Risk factors impacting loans in each of the portfolio
segments include broad deterioration of property values, and reduced credit availability.
Loans Held for Sale: Loans held for sale are carried at the lower of cost or fair value.
Net unrealized losses, if any, are recorded as a valuation allowance and charged to earnings.
No unrealized losses have been recorded at December 31, 2016 and 2015. Loans held for sale may
be sold with servicing rights retained or released. The carrying value of loans sold will be reduced
or increased by the amount allocated to the servicing right asset or obligation. Gains and losses
on sales of loans are based on the difference between the selling price and the carrying value of
the related loan sold.
Transfers of Financial Assets: Transfers of financial assets are accounted for as sales only when
control over the assets has been surrendered. Control over transferred assets is deemed to
be surrendered when (1) the assets have been isolated from the Credit Union, (2) the transferee
obtains the right to pledge or exchange the assets it received and provides more than a modest
benefit to the transferor, and (3) the Credit Union does not maintain effective control over
the transferred assets through an agreement to repurchase them before their maturity or the
ability to unilaterally cause the holder to return specific assets.
Premises and Equipment, Net: Land is carried at cost. Buildings, leasehold improvements, and
furniture and equipment are carried at cost, less accumulated depreciation and amortization.
Buildings and furniture and equipment are depreciated using the straight-line method over the
estimated useful lives of the assets. The cost of leasehold improvements is amortized using the
straight-line method over the lesser of the useful life of the assets or the expected terms
of the related leases. Expected terms include lease option periods to the extent that the exercise
of such options is reasonably assured. Management reviews property and equipment for
impairment whenever events or changes in circumstances indicate that the carrying value may
not be recoverable.
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National Credit Union Share Insurance Fund Deposit and Insurance Premium:
The deposit in the National Credit Union Share Insurance Fund (NCUSIF) is in accordance
with National Credit Union Administration (NCUA) regulations, which, in prior years, required
the maintenance of a deposit by each federally insured credit union in an amount equal to 1
percent of its insured members’ shares. The deposit would be refunded to the Credit Union if its
insurance coverage was terminated, if it converted its insurance coverage to another source,
or if management of the fund was transferred from the NCUA Board.
Goodwill and Other Intangible Assets: In January 2014, the Financial Accounting Standards
Board (FASB) issued guidance that provides private companies with an alternative for the
subsequent measurement of goodwill. Under this alternative, goodwill is amortized and is only
tested for impairment when a triggering event occurs that indicates the fair value may be below
the carrying amount. The Credit Union has adopted this alternative.
Goodwill represents the excess of the purchase price over the fair value of the net assets
of businesses acquired in a business combination. Goodwill impairment testing is performed
at the reporting unit level only when a triggering event indicates that the carrying value of
the reporting unit may exceed its estimated fair value. No goodwill impairment expense was
recorded in the years ended December 31, 2016 and 2015.
Other intangible assets consist of core deposit intangibles arising from whole credit union
mergers, as well as purchase and assumptions, is amortized on an accelerated method over their
estimated useful lives, which range from 7 to 10 years.
Loan Commitments and Related Financial Instruments: Financial instruments include
off-balance sheet credit instruments, such as commitments to make loans. The face amount for
these items represents the exposure to loss, before considering customer collateral or ability
to repay. Such financial instruments are recorded when they are funded.
Income Taxes: The Credit Union is exempt, by statute, from federal income taxes. However,
the Credit Union is subject to Unrelated Business Income Tax (UBIT) on certain income
resulting from business with nonmembers. Tax years prior to 2013 are not subject to
examination by tax authorities. The Company recognizes interest and/or penalties related to
income tax matters in operations expense.
FASB ASC Topic 740, Income Taxes, provides guidance for how uncertain tax positions should
be recognized, measured, disclosed and presented in the financial statements. This requires
the evaluation of tax positions taken or expected to be taken by the Credit Union, which must
determine whether the tax positions are more likely than not to be sustained “when challenged”
or “when examined” by the applicable tax authority. Tax positions not deemed to meet the morelikely-than-not threshold would be recorded as a tax expense and liability in the current year.
As of and for the years ended December 31, 2016 and 2015, management has determined that
there are no material uncertain tax positions requiring recognition in the financial statements.
Comprehensive Income: Comprehensive income (loss) consists of net income and other
comprehensive income (loss). Other comprehensive income (loss) includes unrealized gains
and losses on securities available for sale which are also recognized as separate components of
members’ equity.
Reclassifications: Some items in the prior year financial statements were reclassified to
conform to the current presentation. Reclassifications had no effect on prior year net income or
members’ equity.

NOTES TO FINANCIAL STATEMENTS
NOTE 2. INVESTMENTS

NOTE 3. LOANS RECEIVABLE, NET

Investments classified as available-for-sale consist of the following at December 31:

Loans, net consist of the following at December 31:
2016

2015

$ 1,137,832,018

$ 958,670,218

2016
Amortized
Cost

Gross
Unrecognized
Gains

Gross
Unrecognized
Losses

Residential real estate:

Fair
Value

First mortgage loans

U.S. government obligations
and federal agencies securities

$ 223,891,142

$ 50,106

$ (208,848) $ 223,732,400

U.S. government obligations
$ 203,424,537

Total real estate loans

113,218,762

113,797,046

Commercial participation loans

72,065,628

102,620,860

Taxi medallion loans

10,883,414

$ 3,343

$ (211,080) $ 203,216,800

11,956,977

Other loans

27,478,512

25,747,622

223,646,316

254,122,505

257,172,810

175,954,376

Total commercial real estate loans
Consumer loans:

2016

2015

Secured loans

-

$ 87,438,143

Gross gains

-

312,359

Gross losses

-

-

Proceeds

$

At December 31, 2016 and 2015, there were 17 and 24 securities in an unrealized loss
position, respectively, with total fair value of approximately $129,805,600 and $170,119,900,
respectively. At December 31, 2016 there were five securities in an unrealized loss position
greater than 12 months with a fair value of $10,006,600 and unrealized loss of $50,304. At
December 31, 2015 there were no securities in an unrealized loss position greater than 12
months. These securities are issued by the U.S. government and federal agencies. Because the
decline in fair value is attributable to changes in interest rates and illiquidity, and not credit
quality, and because the Credit Union does not have the intent to sell these securities and it is
likely that it will not be required to sell the securities before their anticipated recovery,
the Credit Union does not consider these securities to be other-than-temporarily impaired at
December 31, 2016 and 2015.

44,681,085

43,269,034

Total consumer loans

301,853,895

219,223,410

Total loans receivable

1,726,695,093

1,498,035,785

Unsecured loans

Available-for-Sale
Fair Value

One to five years maturity

$

133,934,380

$

133,954,400

89,956,762

89,778,000

$ 223,891,142

$ 223,732,400

Other investments consist of the following at December 31:
FHLB stock
Other

2015

$ 11,679,900

$ 11,679,900

8,522

9,032

$ 11,688,422

$ 11,688,932

1,496,197,665

1,684,602

850,066

(17,209,138)

(21,918,825)

$ 1,710,185,671

$ 1,475,128,906

Allowance for loan losses

As of December 31, 2016 and 2015, loans include the loans acquired through merger for which an
accretable yield and nonaccretable difference were recorded. Additional information about these
loans and associated amounts are presented below:

Balance, January 1, 2015
Additions
Accretion
Paydowns and charge-offs

Accretable
Yield

Nonaccretable
Difference

Carrying
Amount
of Loans
Receivable

$ 50,256,913

$ (818,370)

$ (3,587,291)

45,851,252

143,460,523

(1,246,306)

-

142,214,217

-

226,556

-

226,556

(54,331,789)

-

3,587,291

(50,744,498)
137,547,527

139,385,647

(1,838,120)

-

Additions

-

-

-

-

Accretion

-

853,234

-

853,234

Balance, December 31, 2015

Paydowns and charge-offs
2016

(1,838,120)

1,725,710,207
Deferred net loan origination costs

Loans
Receivable

Amortized Cost

(984,886)

Discount on loans acquired from mergers

Investments by maturity as of December 31, 2016 are summarized as follows:

Less than one year maturity

1,024,689,870

Commercial loans:

The proceeds from sales and calls of securities and the associated gains and losses are listed below:

No contractual maturity

66,019,652

1,201,194,882

Member business loans

2015
and federal agencies securities

63,362,864

Second mortgage loans

Balance, December 31, 2016

(58,422,859)

-

$ 80,962,788

$ (984,886)

$

-

(58,422,859)

-

$ 79,977,902

Management has evaluated the expected cash flows associated with the acquired loans and has
determined that the expected cash flows are consistent with their initial estimate.
Recorded investment excludes deferred fees and costs, as they are considered immaterial.
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The following presents, by portfolio segment, the changes in the allowance for loan losses and
the recorded investment in loans for the years ended December 31:

The following presents the recorded investment and unpaid principal balance for impaired loans
with associated allowance amount as of December 31:

2016
Residential
Real Estate

2016

Commercial

Consumer

Total

Allowance for loan losses:
Beginning balance
Provision for loan losses
Charge-offs
Recoveries
Ending balance

$ 2,514,561

$ 16,165,447

$ 3,238,817

$ 21,918,825

(891,894)

(4,716,482)

2,558,376

(3,050,000)

(50,787)

(155,371)

(1,936,437)

(2,142,595)

32,131

-

450,777

482,908

$ 1,604,011

$ 11,293,594

$ 4,311,533

$ 17,209,138

$ 530,479

$ 3,700,143

1,073,532
$ 1,604,011

Average
Recorded
Investment

Related
Allowance

Interest
Income
Recognized

Impaired loans with an allowance:
Residential real estate:
First mortgage loans

$ 102,712

$ 2,816,313

$ 2,816,313

$ 530,479

$ 3,354,900

16,229,426

16,229,426

3,700,143

21,722,495

404,232

$ 19,045,739 $ 19,045,739 $ 4,230,622 $ 25,077,395

$ 506,944

Commercial:
Participation loans

-

$ 4,230,622

Residential real estate:

7,593,451

4,311,533

12,978,516

Commercial:

$ 11,293,594

$ 4,311,533

$ 17,209,138

$

Ending balance: collectively
evaluated for impairment

Unpaid
Principal
Balance

Impaired loans with no allowance:

Ending balance: individually
evaluated for impairment

Recorded
Investment

First mortgage loans

$ 1,527,187

$ 1,527,187 $

Member business loans

1,967,448

1,967,448

Participation loans

9,079,127

9,079,127

$ 12,573,762 $ 12,573,762 $

Total loans:

-

$ 1,352,707

$ 85,594

-

1,967,448

102,096

-

4,539,564

608,009

$ 7,859,719

$ 795,699

Ending balance: individually
evaluated for impairment

$ 4,343,500

$ 27,276,001

$

-

$ 31,619,501

1,196,851,382

196,370,315

301,853,895

1,695,075,592

$ 1,201,194,882

$ 223,646,316

2015

Ending balance: collectively
evaluated for impairment

$ 301,853,895 $ 1,726,695,093

Provision for loan losses
Charge-offs
Recoveries
Ending balance

First mortgage loans

Commercial

Consumer

Total

$ 5,910,447

$ 13,520,444

$ 2,109,226

$ 21,540,117

(3,485,107)

2,683,133

2,001,974

1,200,000

-

(38,130)

(1,075,899)

(1,114,029)

89,221

-

203,516

292,737

$ 2,514,561

$ 16,165,447

$ 3,238,817

$ 21,918,825

$ 615,025

$ 4,665,294

1,899,536

$

-

$ 5,280,319

11,500,153

3,238,817

16,638,506

$ 2,514,561

$ 16,165,447

$ 3,238,817

$ 21,918,825

$ 5,071,714

$ 29,183,011

$

-

$ 34,254,725

219,223,410

1,463,781,060

Total loans:
Ending balance: individually
evaluated for impairment
Ending balance: collectively
evaluated for impairment

$ 3,893,487

$ 3,893,487

$ 615,025

$ 3,570,170

$ 203,047

Participation loans

27,215,564

27,215,564

4,665,294

31,223,135

1,011,825

$ 31,109,051 $ 31,109,051 $ 5,280,319 $ 34,793,305 $ 1,214,872
Impaired loans with no allowance:
Residential real estate:
First mortgage loans

$ 1,178,226

1,019,618,156

224,939,494

$ 1,024,689,870

$ 254,122,505

$ 219,223,410 $ 1,498,035,785

$ 1,178,226 $

-

$ 414,727

$ 52,379

Commercial:
Member business loans

1,967,448
$ 3,145,674

Ending balance: collectively
evaluated for impairment

Interest
Income
Recognized

Commercial:

Ending balance: individually
evaluated for impairment

Average
Recorded
Investment

Related
Allowance

Impaired loans with an allowance:

Allowance for loan losses:
Beginning balance

Unpaid
Principal
Balance

Residential real estate:

2015
Residential
Real Estate

Recorded
Investment

1,967,448
$ 3,145,674 $

-

3,638,435

104,671

-

$ 4,053,162

$ 157,050

Impaired loans include TDR loans of approximately $7,081,195 and $27,171,000 at December 31,
2016 and 2015, respectively. The associated allowance for TDR loans is approximately $1,483,951
and $4,762,316 at December 31, 2016 and 2015, respectively. All TDRs performed included
either an extension of due date or lower interest rate. There were no loans in which principal
was forgiven or interest was capitalized. The Credit Union has not committed to lend additional
amounts to members with outstanding loans that are classified as troubled debt restructurings.
During 2016 and 2015 the Credit Union modified one and six Participation Loans totaling
$580,000 and $22,022,000 and two and five Residential Real Estate Loans totaling $5,096,547
and $2,965,000 as TDRs. There were no TDRs conducted in 2016 or 2015 that subsequently
defaulted during the years ended December 31, 2016 and 2015.
The following presents, by credit quality indicator, the commercial loan portfolio as of December 31:

Business
Loans
Pass

$ 138,779,949

2016

2015

Member
Participation
Loans

Member
Participation
Loans

Business
Loans

Total

$ 57,378,320 $ 196,158,269

$ 135,119,859

Total

$ 87,297,467 $ 222,417,326

1,917,325

20,850,747

22,768,072

1,967,448

11,599,630

13,567,078

Substandard

-

4,719,975

4,719,975

-

18,138,101

18,138,101

Doubtful

-

-

-

-

-

-

Loss

-

-

-

-

-

-

Watch

$ 140,697,274

$ 82,949,042 $ 223,646,316

$ 137,087,307 $ 117,035,198 $ 254,122,505

Management regularly reviews and risk grades commercial real estate loans in the Credit Union’s
portfolio. The risk grading system allows management to classify assets by credit quality in
accordance with Credit Union policy. The Credit Union’s internal risk grading system definition is
as follows:
Pass: The loan is either risk rated as highest, superior, excellent, good, acceptable or minimum
acceptable quality and contains no well-defined deficiencies or weaknesses.
Watch: The loan has potential weaknesses that deserve management’s close attention. The loan is
usually current but shows some sign of deterioration. It generally has one or more of the following
weaknesses: collateral value has declined and loan-to-value exceeds policy maximum; most recent
year-end financial information shows a loss; debt-service coverage ratio is materially less than
1.25:1; debt to tangible net worth exceeds 5:1 and quick ratio is less than 1:1 or shows a trend of
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overdrafts. The business credit rating is below 68 or payable aging exceeds acceptable levels. The
guarantor’s(s’) FICO drops below 660 or recent late payments show a negative trend.
Substandard: The loan is inadequately protected by the current sound worth and paying capacity
of the obligor or the collateral pledged, if any. Loans classified must have a well-defined weakness
or weaknesses that jeopardize the liquidation of debt. They are characterized by the distinct
possibility that the Credit Union will sustain some loss if the deficiencies are not corrected.
Doubtful: The loan has all the weaknesses inherent in a loan classified as substandard with
the added characteristic that the weaknesses make collection or liquidation in full on the basis
of currently existing facts, conditions and values highly questionable and improbable. The
possibility of loss is extremely high, but because of certain important and reasonably specific
factors that may work to the advantage and strengthening of the loan, its collateral, refinancing
plans, etc., its classification as a loss is deferred until a more exact status is determined.
Loss: The loan classified as loss is considered uncollectible and is of such little value that its
continuance as loan is not warranted. This classification does not necessarily mean that the loan
has absolutely no recovery or salvage value, but rather it is not practical or desirable to defer
writing off this basically worthless asset even though partial recovery may occur in the future.
The following presents, by credit quality indicator, the residential real estate and consumer loan
portfolio as of December 31:
2016

2015

Performing Nonperforming

Total

Performing Nonperforming

Total

Residential real
estate:

Premises and equipment, net, are summarized as follows at December 31:
2016

2015

Land

$ 3,731,592

$ 5,042,748

Building

13,834,761

14,578,529

Leasehold Improvements

5,847,788

4,176,450

Furniture and equipment

8,253,283

8,154,613

31,667,424

31,952,340

Accumulated depreciation and amortization

(14,854,237)

(14,018,514)

$ 16,813,187

$ 17,933,826

The Credit Union leases sixteen offices from third parties. The operating leases contain renewal
options and provisions requiring the Credit Union to pay property taxes and operating expenses
over base period amounts that extend through 2020. All rental payments are dependent only
upon the lapse of time. Minimum rental payments under operating leases with initial or
remaining terms of one year or more at December 31, 2016 are as follows:
2017

$ 1,643,872

2018

1,373,408

2019

1,061,106

2020

886,609
618,332

2021

1,190,179

Subsequent years

First mortgage
loans

NOTE 4. PREMISES AND EQUIPMENT, NET

$ 1,135,494,159 $ 2,337,859 $ 1,137,832,018

Second mortgage
62,778,451

584,413

63,362,864

64,663,427

1,356,225

66,019,652

256,491,726

681,084

257,172,810

175,373,959

580,417

175,954,376

44,059,312

621,773

44,681,085

42,604,619

664,415

43,269,034

loans

$ 6,773,506

$ 952,778,568 $ 5,891,650 $ 958,670,218

Rental expense for the years ended December 31, 2016 and 2015, for all facilities leased under
operating leases, totaled approximately $1,515,000 and $1,169,000, respectively.

Consumer:
Secured loans
Unsecured
loans

NOTE 5. GOODWILL AND INTANGIBLE ASSETS
Goodwill, net consisted of the following at December 31:

$ 1,498,823,648 $ 4,225,129 $ 1,503,048,777 $ 1,235,420,573 $ 8,492,707 $ 1,243,913,280

Management reviews on a regular basis the performance of the residential real estate and
consumer loan portfolio. Residential real estate and consumer assets are evaluated on the basis
of performing and nonperforming assets. Nonperforming assets are defined as assets that are
past due in excess of 90 days and loans placed on nonaccrual status at an earlier date when
collection of principal and interest is doubtful.
The following is an aging analysis of the recorded investment of classes of loans as of December 31:
2016
61-90
Days

>90 days
Days

Total
Past Due

Current

Total

Residential real estate:
First mortgage loans

$

- $ 1,168,336

Accumulated amortization
Accumulated impairment
Goodwill, net

497,575

584,393

62,778,471

63,362,864

Member business loans

-

-

-

113,218,762

113,218,762

Participation loans

-

-

-

72,065,628

72,065,628

Taxi medallion loans

-

284,732

284,732

10,598,682

10,883,414

151,403

210,504

361,907

27,116,605

27,478,512

Secured loans

410,357

270,727

681,084

256,491,726

257,172,810

Unsecured loans

201,631

420,142

621,773

44,059,312

44,681,085

Other loans

$ 850,209 $ 2,852,016

$ 3,702,225 $ 1,722,992,868 $ 1,726,695,093

2015
Residential real estate:
First mortgage loans
Second mortgage loans

$ 3,988,750 $ 1,739,380
1,226,693

293,053

113,797,046

101,206,523

102,620,860

Taxi medallion loans

1,281,708

-

1,281,708

10,675,269

11,956,977

291,311

141,978

433,289

25,314,333

25,747,622

Secured loans

379,585

200,832

580,417

175,373,959

175,954,376

Unsecured loans

295,158

-

295,158

42,973,876

43,269,034

Accumulated
Amortization

$ 9,578,765

$ 2,855,142

$ 9,578,765

$ 1,802,988

960,337

2019

911,822
863,803

Thereafter
113,797,046

Accumulated
Amortization

$ 1,007,113

2021

-

2015
Gross
Carrying
Amount

2018

66,019,652

1,414,337

$ 1,096,393

2017

64,499,906

-

$ 973,433

Estimated amortization expense for each of the next five years:

1,519,746

-

-

Aggregate core deposit intangible amortization expense was $1,052,000 and $727,000 for 2016
and 2015, respectively.

2020

-

Other loans

Core deposit intangibles

$ 958,670,218

1,414,337

(133,207)

-

Amortized intangible assets:

$ 952,942,088

Participation loans

Member business loans

(256,167)

2016
Gross
Carrying
Amount

$ 5,728,130

Commercial:

2015
$ 1,229,600

Acquired Intangible Assets: Acquired intangible assets were as follows at year end:

Commercial:

Consumer:

2016
$ 1,229,600

Aggregate goodwill amortization expense of $122,960 and $122,960 for the years ended
December 31, 2016 and 2015 is reported in the operations line in the statement of income and
remaining goodwill had a weighted average amortization period of approximately eight years.

$ 1,168,336 $ 1,136,663,682 $ 1,137,832,018

86,818

Second mortgage loans

Gross carrying amount of goodwill

837,719
2,142,829

Consumer:

$ 8,877,542 $ 2,375,243 $ 11,252,785 $ 1,486,783,000 $ 1,498,035,785

All loans are placed on non-accrual at 90 days past due. At December 31, 2016 and 2015 there
were no loans past due 90 days or more and still accruing interest.
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NOTE 6. BUSINESS COMBINATIONS

NOTE 7. MEMBERS’ SHARES

On August 1, 2015, Pacific Oaks Federal Credit Union, merged into the Credit Union to better
serve their member base. POFCU’s results of operations were included in the Credit Union’s
results beginning August 1, 2015.

Members’ shares are summarized as follows at December 31:

There was no goodwill as a result of the merger. The fair value of equity was based on discounted
cash flows, comparable transactions, and comparable entities. The following table summarizes
the fair value of equity merged and the amounts of the assets acquired and liabilities assumed
recognized at the merger date:
Fair value of equity received

2016

2015

$ 400,496,334

$ 372,708,856

Share checking accounts

299,258,817

285,025,455

Money Market accounts

569,360,226

589,602,352

Share savings accounts

Individual retirement accounts (IRA’s)
Regular and IRA certificates

$ 28,275,233

Recognized amounts of identifiable assets acquired and liabilities assumed

25,214,861

24,414,440

744,379,917

641,643,914

$ 2,038,710,155

$ 1,913,395,017

Shares by maturity as of December 31, 2016, are summarized as follows:

Cash and cash equivalents

61,048,621

Interest bearing deposits in other financial institutions

49,964,987

No contractual maturity

Available-for-sale Investments

45,032,449

0 – 1 year maturity

639,152,528

141,098,833

1 – 2 year maturity

76,902,200

Restricted Stock – FHLB

942,600

2 – 3 year maturity

16,818,057

Premises and equipment

6,239,012

3 – 4 year maturity

4,962,137

483,176

4 – 5 year maturity

Loans

Accrued Interest Receivable
Core deposit intangibles

5,530,521

NCUSIF Deposit

2,625,821

Other assets
Total assets acquired
Member shares

718,241
313,684,261
283,102,142
2,306,886

Other liabilities
Total liabilities assumed

285,409,028

Total identifiable net assets

28,275,233

Goodwill

$

-

The fair value of net assets acquired includes fair value adjustments to loans that were not
considered impaired as of the acquisition date. The fair value adjustments were determined
using discounted contractual cash flows. However, the Credit Union believes that all contractual
cash flows related to these loans will be collected. As such, these receivables were not considered
impaired at the acquisition date and were not subject to the guidance relating to purchased
credit impaired (PCI) loans. Non-impaired receivables acquired had fair value and gross
contractual amounts receivable of $141,098,833 and $143,460,523 on the date of acquisition.

$ 1,294,330,238

6,544,995
$ 2,038,710,155

The aggregate amount of certificates in denominations of $250,000 or more at December 31,
2016 and 2015 is approximately $120,826,102 and $89,448,000, respectively.
NOTE 8. BORROWED FUNDS
The Credit Union utilizes a demand loan agreement with the FHLB. The terms of the agreement
call for pledging a portion of the Credit Union’s real estate loan portfolio including commercial
real estate loans of approximately $937,146,000 and $823,782,000, with maximum borrowing
capacity of approximately $839,351,000 and $738,045,000 respectively, at December 31, 2016
and 2015, respectively. At December 31, 2016 and 2015, there were no borrowings under
this agreement.
The Credit Union has a borrowing agreement with the FRB’s Discount Window. The total
borrowing limit under this agreement is based on any amount that can be pledged as collateral
to cover any such advances. At December 31, 2016 and 2015, the Credit Union pledged
approximately $10,000,000 and $10,000,000, respectively, in federal agency securities that are in
compliance with the FRB’s criteria of acceptable collateral. At December 31, 2016 and 2015, there
were no borrowings under this agreement.
NOTE 9. OFF-BALANCE SHEET ACTIVITIES
Some financial instruments, such as loan commitments, credit lines, and overdraft protection,
are issued to meet member financing needs. These are agreements to provide credit or to
support the credit of others, as long as conditions established in the contract are met, and usually
have expiration dates. Commitments may expire without being used. Off balance sheet risk to
credit loss exists up to the face amount of these instruments, although material losses are not
anticipated. The same credit policies are used to make such commitments as are used for loans,
including obtaining collateral at exercise of the commitment.
Unfunded loan commitments under lines of credit at December 31 are summarized as follows:
2016

2015

$ 102,376,034

$ 96,677,000

Home equity

59,873,448

57,863,000

Other lines of credit

22,038,963

21,804,000

$ 184,288,445

$ 176,344,000

Credit card

NOTE 10. COMMITMENTS AND CONTINGENT LIABILITIES
The Credit Union is party to various legal actions normally associated with collections of
loans and other business activities of financial institutions, the aggregate effect of which, in
management’s opinion, would not have a material adverse effect on the financial condition or
results of operations of the Credit Union.
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NOTE 11. EMPLOYEE BENEFITS

NOTE 13. RELATED-PARTY TRANSACTIONS

Defined Contribution Plan: The Credit Union has a 401(k) pension plan that allows employees
to defer a portion of their salary into the 401(k) plan. The Credit Union matches a portion of
employees’ wage reductions. Pension costs are accrued and funded on a current basis. The
Credit Union contributed approximately $692,000 and $626,000 to the plan for the years ended
December 31, 2016 and 2015, respectively.

In the normal course of business, the Credit Union extends credit and shares products and
services to directors, supervisory committee members and executive officers. The aggregate
loans to related parties at December 31, 2016 and 2015 are approximately $5,318,000 and
$5,863,000, respectively. Shares from related parties at December 31, 2016 and 2015 amounted to
approximately $9,963,781 and $4,385,000, respectively.

Supplementary Executive Retirement Plan: The Credit Union has entered into supplementary
executive retirement plan (SERP) agreements with members of the executive management team
that provides benefits payable to these employees if they remain employed by the Credit Union
until age 62. Additional benefits are provided if the employees continue to be employed until age
65. If these employees become fully disabled as defined in the agreement, accrued benefits are
immediately payable. The benefits are subject to forfeiture if employment is terminated for cause
as defined in the agreement. The estimated liability under the agreements is being accrued on a
straight-line basis over the remaining years until the eligible employees attain age 65. The total
accrued liability is approximately $3,668,000 and $10,322,000 as of December 31, 2016 and
2015, respectively.
During the year ended December 31, 2016 payments under the SERP agreement totaled
$8,894,000, resulting in a decrease in SERP liabilities of the same amount. A portion of
the payments under the SERP agreement were funded by the surrender of the underlying
insurance contracts resulting in a decrease in the SERP asset of $3,936,000.
Included in other assets are variable universal life insurance policies and variable and fixed
annuity contracts, which were invested in to fund the SERP plan. The Credit Union is the
owner and beneficiary of these policies. The policies provide for investments in various unit
investment trusts administered by CUNA Mutual Life Insurance Company. The cash surrender
value of these policies included in other assets is approximately $2,812,000 and $6,641,000 at
December 31, 2016 and 2015, respectively, with corresponding change in value of underlying
investments of approximately $177,000 and $150,000 for the years ended December 31, 2016
and 2015, respectively.
NOTE 12. MEMBERS’ EQUITY

Quantitative measures established by regulation to ensure capital adequacy require the Credit
Union to maintain minimum amounts and ratios (set forth in the table below) of net worth to
total assets. Further, credit unions over $10,000,000 in assets are also required to calculate a
Risk-Based Net Worth (RBNW) requirement that establishes whether or not the Credit Union
will be considered “complex” under the regulatory framework. The Credit Union’s RBNW
requirements as of December 31, 2016 and 2015 were 4.63 percent and 4.20 percent, respectively.
Management believes, as of December 31, 2016 and 2015, that the Credit Union meets all capital
adequacy requirements to which it is subject.
Key aspects of the Credit Union’s minimum capital amounts and ratios are summarized as follows:
2015

2016
Amount

Ratio
Requirement

Amount

Ratio
Requirement

Amount needed to be classified
6.00%

6.00%

$ 117,416,829

157,720,655

7.00

136,986,301

7.00

231,000,743

10.69

209,223,611

10.25

$ 135,189,133

Amount needed to be classified
as “well capitalized”
Actual net worth

The Credit Union uses the following methods and significant assumptions to estimate fair value:
Investments: The fair values for investment securities are determined by quoted market
prices, if available (Level 1). For securities where quoted prices are not available, fair values are
calculated based on market prices of similar securities (Level 2). For securities where quoted
prices or market prices of similar securities are not available, fair values are calculated using
discounted cash flows or other market indicators (Level 3).
Impaired Loans: The fair value of impaired loans with specific allocations of the allowance for
loan losses is generally based on recent real estate appraisals. These appraisals primarily utilize
the comparable sales approach. Adjustments are routinely made in the appraisal process by the
independent appraisers to adjust for differences between the comparable sales data available.
Such adjustments are usually significant and typically result in a Level 3 classification of the
inputs for determining fair value. Impaired loans are evaluated on a monthly basis for additional
impairment and adjusted accordingly. These fair values are obtained from external sources and
are not generally adjusted by management and unobservable fair value inputs are not available
to management.
Assets and liabilities measured at fair value on a recurring basis, including financial assets and
liabilities for which the Company has elected the fair value option, are summarized below:
2016
Total

Level 2

Level 1

Level 3

U.S. government obligations and

The Credit Union is subject to various regulatory capital requirements administered by the
NCUA and the California Department of Business Oversight (DBO). Failure to meet minimum
capital requirements can initiate certain mandatory, and possibly additional discretionary,
actions by regulators that, if undertaken, could have a direct material effect on the Credit Union’s
financial statements. Under capital adequacy guidelines and the regulatory framework for
prompt corrective action, the Credit Union must meet specific capital guidelines that involve
quantitative measures of the Credit Union’s assets, liabilities and certain off-balance sheet items
as calculated under U.S. GAAP. The Credit Union calculates capital ratios based on the average
balances for the most recent four quarters. The Credit Union’s capital amounts and classification
are also subject to qualitative judgments by the regulators about components, risk weightings
and other factors.

as “adequately capitalized”

NOTE 14. FAIR VALUE

federal agency securities

$ 223,732,400

$ 223,732,400

$

-

$

-

2015
Total

Level 2

Level 1

Level 3

U.S. government obligations and
federal agency securities

$ 203,216,800

$ 203,216,800

$

-

$

-

There were no transfers between Level 1 and Level 2 during 2016 and 2015.
Assets measured at fair value on a non-recurring basis are summarized below:
Carrying value at December 31
2016

Total

Level 2

Level 1

Level 3

Impaired loans:
Member business

$ 10,902,931

$

-

$

-

$ 10,902,931
-

-

Commercial participation

2015

Total

Level 2

Level 1

Level 3

Impaired loans:
Member business
Commercial participation

$

14,814,500

$

-

$

-

$

14,814,500

Impaired loans, which are measured for impairment using the fair value of the collateral for
collateral dependent loans, had a carrying amount of $10,902,931 and $14,814,500 with a
valuation allowance of $3,360,719 and $4,360,872 at December 31, 2016 and 2015, respectively,
resulting in an additional provision for loan losses of $64,602 and $1,055,017 for the years ending
December 31, 2016 and 2015, respectively.

As of December 31, 2016 and 2015, the NCUA categorized the Credit Union as “well-capitalized”
under the regulatory framework for prompt corrective action. To be categorized as “wellcapitalized,” the Credit Union must maintain a minimum net worth ratio of 7.00 percent of
average assets for the current quarter and the three preceding quarters. There are no conditions
or events since that notification that management believes have changed the Credit Union’s
category. Because the RBNW requirement is less than the net worth ratio, the Credit Union
retains its original category.
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