






Note 1: Nature of Business and Summary of Significant Accounting Policies (continued)

Servicing assets are evaluated for impairment based upon the fair value of the rights as compared to amortized cost. 

Impairment is determined by stratifying rights into tranches based on predominant risk characteristics, such as interest 

rate, loan type and investor type. Impairment is recognized through a valuation allowance and charge to non-interest 

income, for an individual tranche, to the extent that fair value is less than the capitalized amount of the tranche.  

If the Credit Union later determines that all or a portion of the impairment no longer exists for a particular tranche,  

a reduction of the allowance may be recorded as an increase to income.

Servicing fee income is recorded for fees earned for servicing loans. The fees are based on a contractual percentage  

of the outstanding principal or a fixed amount per loan and are recorded as income when earned. The amortization 

of mortgage servicing rights, and any related impairment charge, is netted against loan servicing fee income.

Interest and fees on loans:

Interest income on loans is recognized as earned using the simple interest method applied to the outstanding principal 

balance of the loans. Accrual of interest is discontinued when the loan is 90 days past due based on contractual terms, 

pursuant to statutory regulation or when management believes, after considering collection efforts and other factors, 

that the borrower’s financial condition is such that collection of interest is doubtful. Subsequent recognition of income 

occurs only to the extent payment is received subject to management’s assessment of the collectibility of the remaining 

principal and interest. 

A non accrual loan is restored to accrual status when it is no longer 90 days delinquent and collectibility of interest and 

principal is no longer in doubt. Interest income on impaired loans is recognized only to the extent that cash payments 

are received and may be recorded as a reduction to the principal if collectibility of all loan principal is unlikely.

Loan origination fees, net of direct origination costs, are deferred and amortized as an adjustment of loan yield over the 

contractual life of the loan, adjusted for estimated prepayments.

Leasehold improvements and equipment:

Leasehold improvements and equipment are stated at cost, less accumulated depreciation and amortization. 

Depreciation and amortization are computed using the straight-line method over the estimated lives of the assets, 

which range from 3-15 years. Leasehold improvements are amortized on the straight-line basis over the shorter of 

the remaining lease term or the estimated useful lives of the improvements. Gains and losses on dispositions are 

recognized upon realization. Maintenance and repairs are expensed as incurred and improvements are capitalized. 

Minimum lease payments for operating leases are charged to expense on the straight-line basis over the expected 

lease term.

Impairment of long-lived assets:

Long-lived assets, including leasehold improvements and equipment, are reviewed for impairment whenever events 

or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If impairment is 

indicated by that review, the asset is written down to its estimated fair value through a charge to non-interest expense.
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Note 1: Nature of Business and Summary of Significant Accounting Policies (continued)

Deposit in National Credit Union Share Insurance Fund:

The NCUA requires that federally insured credit unions maintain a deposit in the National Credit Union Share Insurance 

Fund (“NCUSIF”) in an amount equal to 1% of its insured shares. The deposit is adjusted annually to reflect changes in 

the Credit Union’s insured shares. The deposit is refundable to the Credit Union to the extent it is not impaired by losses 

and the Credit Union terminates its insurance coverage, it converts to insurance coverage from another source, or the 

operations of the NCUSIF are transferred from the NCUA Board.

NCUSIF insurance premiums:

By law, federally insured credit unions maintain 1% of their deposits in the NCUSIF and the NCUA Board can levy an 

insurance premium if necessary. Since 1985, the NCUA Board has charged only one premium in 1992. No premium 

was charged in 2007.

Members’ share accounts:

Members’ share accounts are subordinated to all other liabilities of the Credit Union upon liquidation. Dividends on 

members’ share accounts are based on available earnings at the end of an interest period and are not guaranteed  

by the Credit Union. Dividend rates on members’ share accounts are set by management, based on an evaluation  

of market conditions.

Members’ equity:

The aggregate amount of members’ equity arises from the accumulated earnings of the Credit Union, after payment 

of dividends to members. The Credit Union is required by regulation to maintain a statutory reserve. This reserve, 

which represents a regulatory restriction of retained earnings, is not available for the payment of dividends. The Board 

of Directors may, from time to time, make additional appropriations from retained earnings, which would also be 

restricted as to the payment of dividends.

Income taxes:

The Credit Union is exempt, by statute, from federal, state and other income and franchise taxes.

Related party transactions:

Directors, committee members and employees of the Credit Union are members of and have had transactions 

with the Credit Union and, it is expected that such persons will continue to have such transactions in the future. 

Management believes that all share accounts, loans, services and commitments comprising such transactions were 

made in the ordinary course of business, on substantially the same terms, including interest rates and collateral, 

as those prevailing at the time for comparable transactions with other members who are not directors or officers. 

Executive officers and employees are eligible for fee waivers on certain loans. In the opinion of management, the 

transactions with related parties did not involve more than normal risks of collectibility, nor favored treatment or 

terms, nor present other unfavorable features. 
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Note 1: Nature of Business and Summary of Significant Accounting Policies (continued)

Pension and postretirement benefits:

The Credit Union has a non-contributory defined benefit pension plan providing benefits for all employees. The Credit 

Union’s funding policy is to prefund the plan and fund additional amounts as necessary to control pension expense.

The Credit Union also provides health and life insurance benefits for retired employees. 

As of December 31, 2007, the Credit Union adopted Financial Accounting Standards Board Statement No. 158 (“SFAS 

No. 158”), “Employers’ Accounting for Defined Pension and Other Postretirement Plans, an Amendment of FASB 

Statements No. 87, 88, 106, and 132(R),” which requires companies to recognize a net liability or asset to report the 

funded status of their defined benefit pension and other postretirement benefit plans on their balance sheets. SFAS 

No. 158 does not change how pensions and other postretirement benefits are accounted for and reported in the 

income statement. The required transition method of adoption is a prospective application and the funded status of a 

company’s benefit plans requires recognizing an offsetting adjustment to accumulated other comprehensive income 

in members’ equity. The Credit Union’s pension plan is in an overfunded status, and the Credit Union recorded a 

decrease to accumulated other comprehensive income of $1,113 upon adoption of SFAS No. 158. The Credit Union’s 

postretirement health care plan is in an underfunded status, and the Credit Union recorded a decrease to other 

comprehensive income of $275 upon adoption of SFAS No. 158. Additionally, SFAS No. 158 requires companies 

to measure plan assets and obligations as of the same date as the year-end balance sheet date. This requirement is 

effective for the Credit Union’s year ending December 31, 2008. The Credit Union is currently evaluating the impact 

of the adoption of this provision of SFAS No. 158.

Comprehensive income:

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net 

income. Although certain changes in assets and liabilities, such as unrealized gains and losses on available for sale 

securities and pension liability adjustments, are reported as a separate component of the members’ equity section 

of the statement of financial condition, such items, along with net income, are components of comprehensive 

income.

In accordance with SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement 

Plans, an Amendment of FASB Statements No. 87, 88, 106 and 132(R),” the Credit Union has recognized the 

overfunded or underfunded status of defined benefit postretirement plans as an asset or liability in the statement of 

financial position and will recognize changes in that funded status in comprehensive income in the year in which 

the changes occur.

Fair value of financial instruments:

The following methods and assumptions were used by the Credit Union in estimating the fair value of its  

financial instruments:
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Note 1: Nature of Business and Summary of Significant Accounting Policies (continued)

Carrying amounts approximate fair values for the following instruments:

Cash and cash equivalents 

Certificates of deposit

Federal Home Loan Bank stock

Share certificates in corporate credit unions 

Variable rate loans that reprice frequently where no significant change in credit risk has occurred

Accrued interest receivable

Deposit in National Credit Union Share Insurance Fund

Members’ share accounts except for share and IRA certificates

Quoted market prices, where available, or if not available, based on quoted market prices of comparable instruments 

for the following instruments:

Available for sale securities

Discounted cash flows using interest rates currently being offered on instruments with similar terms and with similar 

credit quality:

All loans except variable rate loans described above

Discounted cash flows using interest rates currently being offered to a schedule of aggregated expected  

monthly maturities:

Share and IRA certificates

The fair value of the borrowed funds is estimated using a discount cash flow calculation that applies current Federal 

Home Loan Bank interest rates for advances of similar maturity to a schedule of maturities of such advances.

Fair values for the Credit Union’s off-balance-sheet lending commitments are based on fees currently charged to  

enter into similar agreements, taking into account the remaining terms of the agreements and the counterparties’ 

credit standing.

Recent accounting pronouncements:

In September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 157, “Fair Value 

Measurements.” This statement defines fair value, establishes a framework for measuring fair value, and expands 

disclosures about fair value measurements. It clarifies that 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 in the market in which the 

reporting entity operates. This statement does not require any new fair value measurements, but rather, it provides 

enhanced guidance to other pronouncements that require or permit assets or liabilities to be measured at fair value. 

This statement is effective for the fiscal years beginning after November 15, 2007, with earlier adoption permitted. 

The Credit Union does not expect that the adoption of this statement will have a material impact on the  

financial statements.
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Note 1: Nature of Business and Summary of Significant Accounting Policies (continued)

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The Fair Value Option for 

Financial Assets and Financial Liabilities.”  This statement permits companies to elect to follow fair value accounting 

for certain financial assets and liabilities in an effort to mitigate volatility in earnings without having to apply complex 

hedge accounting provisions. The statement also establishes presentation and disclosure requirements designed to 

facilitate comparison between entities that chose different measurement attributes for similar types of assets and 

liabilities. This statement is effective for fiscal years beginning after November 15, 2007. The Credit Union does not 

expect that the adoption of this statement will have a material impact on its financial statements.

In September 2006, the FASB ratified Emerging Issues Task Force (“EITF”) Issue No. 06-4, “Accounting for Deferred 

Compensation and Postretirement Benefits Associated with Endorsement Split-Dollar Life Insurance Arrangements” 

(“EITF 06-4”), and in March 2007, the FASB ratified EITF Issue No. 06-10, “Accounting for Collateral Assignment 

Split-Dollar Life Insurance Arrangements” (“EITF 06-10”). EITF 06-4 requires deferred compensation or postretirement 

benefit aspects of an endorsement-type split dollar life insurance arrangement to be recognized as a liability by the 

employer and states the obligation is not effectively settled by the purchase of a life insurance policy. The liability for 

future benefits should be recognized based on the substantive agreement with the employee, which may be either 

to provide a future death benefit or to pay for the future cost of the life insurance. EITF 06-10 provides recognition 

guidance for postretirement benefit liabilities related to collateral assignment split-dollar life insurance arrangements,  

as well as recognition and measurement of the associated asset on the basis of the terms of the collateral assignment 

split-dollar life insurance arrangement. EITF 06-4 and EITF 06-10 are effective for fiscal years beginning after December 

15, 2007. Since the Credit Union has not entered into any arrangement to which these issues would apply, the 

adoption of EITF 06-4 and EITF 06-10 will have no impact on the Credit Union’s financial statements. 

Note 2: Business Acquisitions

In 2006, the Credit Union acquired the assets and liabilities of four credit unions as follows: 

These acquisitions were accounted under the pooling of interests method and the 2006 financial statements include 

the operations of the acquired credit unions from January 1, 2006.
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Acquired Credit Unions

New York Methodist Federal Credit Union

Akzo Federal Credit Union

Triple A Federal Credit Union

Avon Federal Credit Union

Date of Acquisition

June 2, 2006

August 28, 2006

October 23, 2006

December 1, 2006



Note 3: Cash and Cash Equivalents

Cash and cash equivalents consist of the following at December 31, 2007 and 2006:

The Credit Union is required to maintain reserves against its respective transaction accounts and nonpersonal time  

deposits. At December 31, 2007, the Credit Union was required to have cash and liquid assets of $1,332 to meet 

these requirements. In addition, the Credit Union was required to maintain $25 with the Federal Reserve Bank for 

clearing purposes.

Note 4: Available for Sale Securities

A summary of the amortized cost, gross unrealized gains and losses, and fair value of available for sale securities at 

December 31, 2007 and 2006 is as follows: 
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Cash on hand
Demand deposits at banks
Shares at corporate credit unions

Total cash and cash equivalents

		  2007
	 $	 2,893
		  4,088
		 10,971
	 $	17,952

		  2006
	 $	 2,907
		  2,006
		  8,495
	 $	13,408

2006
US Government Agencies and Corporations

Amortized
Cost

	 $	24,448

Gross
Unrealized

Gains
	 $	 -

Gross
Unrealized

Losses 
	 $	 (151)

Fair
Value

	 $	24,297

2007
Mutual Funds
US Government Agencies and Corporations

Total available for sale securities

Amortized
Cost

	 $	 1,022
		 14,982
	 $	16,004

Gross
Unrealized

Gains
	 $	 -
		  112
	 $	 112

Gross
Unrealized

Losses
	 $	 (69)
		  (4)
	 $	 (73)

Fair
Value

	 $	 953
		 15,090
	 $	16,043



Note 4: Available for Sale Securities (continued)

The following table presents the Credit Union’s available for sale securities, gross unrealized losses and fair value, 

aggregated by the length of time the individual securities have been in a continuous loss position: 

Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more 

frequently when economic or market concerns warrant such evaluation. Consideration is given to (1) the length 

of time and the extent to which the fair value has been less than cost, (2) the financial condition and near-term 

prospects of the issuer, and (3) the intent and ability of the Credit Union to retain its investment in the issuer for a 

period of time sufficient to allow for any anticipated full recovery in fair value.

There was one debt security at December 31, 2007 with an unrealized loss that has existed for a period of twelve 

months or more and this security has had unrealized losses of less than 1% of amortized cost. At December 31, 2006, 

there were thirteen debt securities with an unrealized loss which had existed for a period of twelve months or more. 

The unrealized loss was less than 1% of the amortized cost. For the security with an unrealized loss, the unrealized loss 

resulted from increases in interest rates. Management believes that the unrealized loss on this security is not other than 

temporary based on its evaluation of the creditworthiness of the issuer. The Credit Union has the intent and ability to 

retain its investment in this security for a period of time sufficient to allow for its anticipated full recovery in fair value. 
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2006
US Government Agencies

and Corporations

Fair
Value

	 $	 3,244

Unrealized 
Loss

	 $	 5

Fair
Value

	 $	21,053

Unrealized 
Loss

	 $	 146

Fair
Value

	 $	 24,297

Unrealized 
Loss

	 $	 151

Less than 12 Months 12 Months or More Total

	 Less than 12 Months	 12 Months or More	 Total

	 Fair	 Unrealized	 Fair	 Unrealized	 Fair	 Unrealized
2007	 Value	 Loss	 Value	 Loss	 Value	 Loss

Mutual Funds	 $	 953	 $	 69	 $	 -	 $	 -	 $	 953	 $	 69
US Government Agencies

and Corporations		  -		  -		  2,996		  4		  2,996		  4

Total	 $	 953	 $	 69	 $	 2,996	 $	 4	 $	 3,949	 $	 73



Note 4: Available for Sale Securities (continued)

The amortized cost and fair value of available for sale securities as of December 31, 2007 by contractual maturity are 

shown below.

The Credit Union sold an available for sale security in 2007 and recognized a gain of $126 as a result of the sale.  

Proceeds from such sale was $3,076. There were no sales of available for sale securities for the year ended  

December 31, 2006. 

Note 5: Loans Receivable

The composition of loans receivable at December 31, 2007 and 2006 is as follows:

The Credit Union has established credit policies applicable to each type of lending activity in which it engages. The 

Credit Union evaluates the creditworthiness of each member and, in most cases, extends credit of up to a specified 

percent of the market value of the collateral at the date of the credit extension, depending on the borrower’s 

creditworthiness and the type of collateral. The market value of collateral is monitored on an ongoing basis and 

additional collateral is obtained when warranted. Real estate is the primary form of collateral for a substantial portion 

First mortgage
Automobile
Realtyline
Taxi medallion
Credit card
Home secured
Commercial participation
Auto participation
Unsecured
Share draft overdraft
Stock secured
Share secured
CUSO participation
Other

Net loan origination costs
Allowance for loan losses
Loans receivable, net

2007
	 $	 249,486
		  45,918
		  42,244
		  43,560
		  33,398
		  24,409
		  18,133
		  6,000
		  7,110
		  2,492
		  791
		  618
		  600
		  4,188
		  478,947
		  651
		  (2,450)
	 $	 477,148

2006
	 $	 241,620
		  56,050
		  43,105
		  34,131
		  30,646
		  26,503
		  17,531
		  11,401
		  7,191
		  2,302
		  752
		  609
		  -
		  4,300
		  476,141
		  1,553
		  (2,031)
	 $	 475,663
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Due within one year
Due from one year to five years

Total

Amortized 
Cost

$   6,000
8,982

$ 14,982

Fair
Value

$   5,997
9,093

$ 15,090
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Note 5: Loans Receivable (continued)

of the Credit Union’s loans. Other important forms of collateral are automobiles, common stock and taxi 

medallions. While collateral provides assurance as a secondary source of repayment, the Credit Union ordinarily 

requires the primary source of repayment to be based on the borrower’s ability to generate continuing cash 

flows. For real estate loans, the Credit Union’s policy for collateral requires that, generally, the amount of the 

loan may not exceed 80% of the original appraised value of the property; however, in certain cases loans will be 

granted up to 100% of the appraised value with private mortgage insurance. Vehicle loans may be granted up 

to 100% of the purchase price of the vehicle including taxes, registration and insurance.

Changes in the allowance for loan losses for the years ended December 31, 2007 and 2006 are as follows:

At December 31, 2007 and 2006, the unpaid principal balances of loans placed on non accrual status were $1,807 

and $1,387, respectively. Interest income on non accrual loans that would have been recognized had these loans 

been current throughout their terms was $79 and $43 for 2007 and 2006, respectively.

The following information relates to the Credit Union’s impaired loans as of and for the years ended December 31, 

2007 and 2006: 

Interest income recognized on impaired loans during the period within the year that the loans were impaired was $18 

and $13 for 2007 and 2006, respectively.

At December 31, 2007 and 2006, there were $405 and $1,061, respectively, in repossessed assets, which are reported 

in other assets.

Balance, beginning of year
Loans charged-off
Recoveries of loans charged-off
Provision for loan losses
Balance, end of year

2007
	 $	2,031
		 (3,442)
		  286
		  3,575
	 $	2,450

2006
	 $	2,108
		 (1,948)
		  248
		  1,623
	 $	2,031

Impaired loans with a related allowance for loan losses
Impaired loans with no related allowance for loan losses

Total impaired loans

Allowance for loan losses related to impaired loans

Average recorded investment for 
all impaired loans during the year

2007
	 $	1,340
		  467
	 $	1,807

	 $	 901

	 $	1,656

2006
	 $	 570
		  817
	 $	1,387

	 $	 377

	 $	1,053



Note 6: Mortgage Servicing Rights

Loans serviced for others are not included in the accompanying statements of financial condition. The unpaid principal 

balances of these loans serviced for others was $33,175 and $37,806 at December 31, 2007 and 2006, respectively.

The amortized cost, which approximates the fair value of the mortgage servicing rights related to these loans, was 

$308 and $355 at December 31, 2007 and 2006, respectively. Mortgage servicing rights are reported in other assets in 

the accompanying statement of financial condition. The fair value of servicing rights was determined using a discount 

rate between 8.73% and 8.99% and current annual average prepayment speeds between 105% PSA and 816% PSA. 

The following summarizes the activity pertaining to mortgage servicing rights: 

Note 7: Leasehold Improvements and Equipment

Leasehold improvements and equipment as of December 31, 2007 and 2006 are summarized as follows:

Depreciation and amortization expense was $1,123 and $1,128 for the years ended December 31, 2007 and  

2006, respectively.
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Balance, beginning of the year
Amortization of mortgage servicing rights 
Balance, end of year

2007
	 $	355
		  (47)
	 $	308

2006
	 $	392
		  (37)
	 $	355

2007
	 $	9,255
		  1,424
		  2,499
		  88
		 13,266
		 10,376
	 $	2,890

2006
	 $	 8,813
		  1,396
		  2,460
		  142
		 12,811
		  9,253
	 $	3,558

Computer equipment and software
Furniture and equipment
Leasehold improvements
Equipment in process

Less: accumulated depreciation and amortization
Leasehold improvements and equipment, net

   32
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Note 8: Members’ Share Accounts and Dividends

Members’ share accounts as of December 31, 2007 and 2006 are summarized as follows:

The aggregate amounts of members’ share and share certificate accounts over $100 were $164,249 and $156,789  

at December 31, 2007 and 2006, respectively.

Scheduled maturities of share and IRA certificates at December 31, 2007 are as follows:

Dividend expense on members’ share accounts for the years ended December 31, 2007 and 2006 is summarized  

as follows: 

Approximately $1,132 of special dividends paid by acquired credit unions at the time of merger are included 

in dividend expense for year ended December 31, 2006. There were no such dividends during the year ended 

December 31,2007.

Share draft accounts, including non-
interest bearing deposits of $20,492          
in 2007 and $25,688 in 2006

Regular share accounts
Money management accounts
IRA share accounts
Share and IRA certificates 

Total

2007

	 $	 85,735
		  57,108
		  96,739
		  4,871
		  233,632
	 $	 478,085

2006

	 $	 80,941
		  61,465
		  108,418
		  6,302
		  220,785
	 $	 477,911

Weighted  
Average Rate  

December 31, 2007

3.45% 
.30%

2.84%
3.34%
4.52%

Share draft accounts
Regular share accounts
Money management accounts
IRA share accounts
Share and IRA certificates

Total

2007
	 $	 2,221
		  180
		  3,140
		  179
		 10,221
	 $	15,941

2006
	 $	 1,599
		  1,398
		  3,219
		  185
		  8,435
	 $	14,836

Years Ending December 31:
2008
2009
2010
2011
2012
Total

Amount
	 $	 178,886
		  28,092
		  13,923
		  8,391
		  4,340
	 $	 233,632



Note 9: Lines of Credit 

The Credit Union maintains lines of credit with corporate credit unions totaling $25,000, collateralized by the assets 

of the Credit Union to the extent of the borrowing outstanding. As of December 31, 2007 and 2006, there were no 

amounts outstanding under these agreements. 

Note 10: Federal Home Loan Bank Borrowings and Stock

The Credit Union is a member of the Federal Home Loan Bank (“FHLB”). At December 31, 2007, the Credit Union 

has the capacity to borrow up to a certain percentage of the value of its qualified collateral, as defined in the FHLB 

Statement of Credit Policy. In accordance with an agreement with the FHLB, the qualified collateral must be free and 

clear of liens, pledges and encumbrances. 

At December 31, 2007, outstanding advances from the FHLB aggregated $20,000 at interest rates ranging from 

4.12% to 5.51%. At December 31, 2006, outstanding advances from the FHLB aggregated $14,000 at interest rates 

ranging from 5.35% to 5.65%.

 

The contractual maturities of long-term debt at December 31, 2007, by year are as follows:

Interest expense on FHLB borrowings was $811 and $295 for the years ended December 31, 2007 and  

2006, respectively.

The Credit Union is required to maintain an investment in capital stock of the FHLB in an amount equal to a 

percentage of its outstanding mortgage related assets. The carrying value of Federal Home Loan Bank stock 

approximates fair value based on the redemption provisions of the FHLB.

Note 11: Related Party Transactions

The Credit Union entered into lease agreements with Kraft Foods Inc. for office space for certain service center 

locations. Rent expense included in office operations related to these leases was $138 and $148 for each of the years 

ended December 31, 2007 and 2006, respectively.

Directors, committee members and executive officers may obtain loans with terms substantially the same as those 

offered to other members. Executive officers and employees are eligible for fee waivers on certain loans. Loans 

to directors, committee members and executive officers amounted to approximately $1,652 and $2,232 as of 

December 31, 2007 and 2006, respectively.

Notes to the Financial Statements, continued
December 31, 2007 and 2006 
(dollars in thousands)

  34

Years Ending December 31:
2008
2009
2010
Total

Amount
	 $	 3,000
		 14,000
		  3,000
	 $	20,000
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Note 11: Related Party Transactions (continued)

Share accounts of directors, committee members and executive officers totaled approximately $3,808 and $3,638 as 

of December 31, 2007 and 2006, respectively.

Note 12: Commitments and Contingencies

Lease commitments:

The Credit Union is obligated under operating leases on property used for its administrative office, service centers 

and certain office equipment. The total minimum rental commitments for non-cancelable operating leases as of 

December 31, 2007 are as follows:

Rental expense included in office occupancy expense was $1,053 and $1,280 for the years ended December 31, 

2007 and 2006, respectively.

Rental expense included in office operations expense was $54 and $40 for the years ended December 31, 2007 and  

2006, respectively.

Legal matters:

The Credit Union is involved in legal proceedings which have arisen in the normal course of business. Management 

believes that resolution of these matters will not have a material effect on the Credit Union’s financial condition or 

results of operations.

In October 2007, Visa Inc. completed a reorganization in contemplation of its initial public offering (“IPO”) expected 

to occur in 2008. As part of that reorganization, the Credit Union and other member financial institutions of Visa 

USA received shares of common stock of Visa, Inc. Member financial institutions are also obligated under various 

agreements with Visa to share in losses stemming from certain litigation involving Visa (“Covered Litigation”). 

Although Visa is expected to set aside a portion of the proceeds from its IPO in an escrow account to fund any 

judgments or settlements that may arise out of the Covered Litigation, recent accounting guidance from the SEC 

indicates that Visa member institutions should record a liability for the fair value of the contingent obligation to Visa. 

The estimation of the Credit Union’s proportionate share of any potential losses related to the Covered Litigation 

involves a great deal of judgment. For 2007, the Credit Union recorded a liability in the amount of $155 related to 

the Covered Litigation. In accordance with GAAP and consistent with the SEC guidance, the Credit Union did not 

recognize any value for its common stock ownership interest in Visa, Inc.

Years Ending December 31:
2008
2009
2010
2011
2012

Thereafter
Total

Amount 
	 $	 974
		  1,014
		  1,012
		  1,012
		  890
		  5,422
	 $	10,324



Note 13: Financial Instruments with Off-Balance Sheet Risk  
and Concentrations of Credit Risk

Financial instruments with off-balance sheet risk:

The Credit Union is party to financial instruments with off-balance sheet risk in the normal course of business to meet 

the financing needs of its members. These financial instruments include commitments to extend credit, home equity 

and overdraft lines of credit and credit card commitments. They involve, to varying degrees, elements of credit risk 

in excess of the amount recognized in the statement of financial condition. The Credit Union’s exposure to credit loss 

in the event of nonperformance by the other party to the financial instrument for commitments to extend credit, 

home equity and overdraft lines of credit and credit card commitments is represented by the contractual amount 

of those instruments, should the contract be fully drawn upon, the member default, and the value of any existing 

collateral become worthless. The Credit Union uses the same credit policies in making commitments and conditional 

obligations as it does for on-balance sheet instruments. Management believes that the Credit Union controls the 

credit risk of these financial instruments through credit approvals, credit limits, monitoring procedures and the 

receipt of collateral as deemed necessary.

A summary of the Credit Union’s credit commitments at December 31, 2007 is as follows: 

Commitments to extend credit:

Commitments to extend credit are agreements to lend to a member as long as there is no violation of any condition 

established in the contract. Commitments generally have fixed expiration dates or other termination clauses. Since 

some of the commitments may expire without being drawn upon, the total commitment amounts do not necessarily 

represent future cash requirements. The Credit Union evaluates each member’s creditworthiness on a case-by-case 

basis. The amount of collateral obtained, if deemed necessary by the Credit Union upon extension of credit, is  

based on management’s credit evaluation of the counter party. Collateral held is generally residential real estate  

and automobiles.

Notes to the Financial Statements, continued
December 31, 2007 and 2006 
(dollars in thousands)

First mortgages
Realtyline (home equity)
Credit card
Other
Total

Commitments to 
Extend Credit

	 $	21,649
		  2,840
		   -
		  -
	 $	24,489

Available Lines
of Credit

	 $	 -
		  66,274
		 110,156
		  10,306
	 $	186,736
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Note 13: Financial Instruments with Off-Balance Sheet Risk  
and Concentrations of Credit Risk (continued)

Available lines of credit:

Available lines of credit are agreements to lend to a member as long as there is no violation of any condition 

established in the contract. Other lines of credit primarily represent personal and overdraft protection lines of credit. 

Since some of the commitments may expire without being drawn upon, the total commitment amounts do not 

necessarily represent future cash requirements. The Credit Union evaluates each member’s creditworthiness on a 

case-by-case basis. If deemed necessary upon extension of credit, the amount of collateral obtained is based on 

management’s credit evaluation of that party. Collateral held is generally residential real estate and automobiles.  

Credit card commitments and personal and overdraft protection lines of credit are generally unsecured.

Concentrations of credit risk:

Concentration by institution

At December 31, 2007, the Credit Union has a concentration of funds on deposit with Western Corporate Federal 

Credit Union in the amount of $4,529, and Members United Corporate Federal Credit Union in the amount of $6,238.

Concentration by geographic location

The Credit Union has a significant concentration of loans to members residing in New York and Illinois. Although the 

Credit Union has a diversified loan portfolio, a substantial portion of its members’ abilities to honor their contracts is 

dependent upon the effect of these local economies on the Credit Union’s field of membership. See also Note 5 for 

concentration by loan type.

Concentration by significant employer

The Credit Union has a significant concentration of loans to members employed by Kraft Foods Inc., Altria Group, 

Inc. and their subsidiaries. Although the Credit Union has a diverse loan portfolio, a substantial portion of its 

members’ abilities to honor their contracts is dependent upon the employment stability at these companies.



Note 14: Pension Plans and Postretirement Benefit Plan

Defined Contribution Plan:

The Credit Union sponsors a 401(k) savings plan (the “401(k) Plan”) that covers substantially all employees who have 

completed one month of service. Under the terms of the 401(k) Plan, participants can contribute a percentage of 

their compensation, subject to federal limitations. The Credit Union is required to make matching contributions of 

75% up to 6% of participant compensation after one year of employee service. Participants are immediately vested in 

their contributions and the earnings thereon and become fully vested in Credit Union contributions and the earnings 

thereon after completing five years of service. The Credit Union contributed $206 and $182 for the years ended 

December 31, 2007 and 2006, respectively. 

Defined Benefit Pension Plan:

The Credit Union sponsors a noncontributory defined benefit pension plan (the “Plan”) covering all full-time 

employees. Participants become eligible for the Plan after completing one-half year of service. Participants become 

100% vested after three years of service. Benefits are based on years of service and level of compensation during 

specified years of employment. The Credit Union initially funded its defined benefit plan through a $4,000 

contribution which was made in February 2006 and an additional contribution of $1,000 which was made in 

February 2007. 

As described in Note 1, the Credit Union adopted SFAS No. 158 at December 31, 2007 and, as a result, an 

adjustment of $1,113 was made to accumulated other comprehensive loss to report the Credit Union’s funded status, 

which also decreased prepaid pension costs by $1,113. 

The following table sets forth the Plan’s funded status and amounts recognized in the Credit Union’s statement of 

financial condition as of December 31, 2007 and 2006 using a measurement date of December 31, 2007 and 2006:
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Benefit obligation

Plan assets at fair value

Funded status

Prepaid pension cost recognized 
in the financial statements

Accumulated benefit obligation

2007

	 $	 (1,808)

		  5,496

	 $	 3,688

	 $	 3,688

	 $	 (878)

2006

	 $	 (1,541)

		  4,382

	 $	 2,841

	 $	 3,873

	 $	 (539)
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Note 14: Pension Plans and Postretirement Benefit Plan (continued)

The amount recognized in accumulated other comprehensive loss consisted of the following components at 

December 31, 2007 and 2006:

The estimated net loss and prior service cost that will be amortized from accumulated other comprehensive loss 

into net periodic benefit cost over the next fiscal year is $95.

Other information for the Credit Union’s defined benefit pension plan is as follows for the years ended 

December 31, 2007 and 2006:

Weighted-average assumptions used by the Credit Union to determine the pension benefit obligations consisted 

of the following as of December 31, 2007 and 2006:

Weighted-average assumptions used by the Credit Union to determine the net benefit cost consisted of the 

following as of December 31, 2007 and 2006:

Discount rate

Rate of increase in compensation

2007

6.00%

4.00%

2006

 5.75%

3.75%

Discount rate

Rate of increase in compensation

Expected long-term rate of return on assets

2007

		  6.00%

		  4.00%

		  7.50%

2006

		  5.50%

		  3.50%

		  7.50%

Net Loss

Prior service cost

Total

2007

		  302

		  811

	 $	1,113

2006

		  N/A

		  N/A

	 $	 N/A

Benefit cost

Employer contribution

Benefits paid

2007

	 $	 71

	 $	1,000

	 $	 20

2006

	 $	 127

	 $	4,000

	 $	 18



Note 14: Pension Plans and Postretirement Benefit Plan (continued)

Long-term rate of return:

The long-term rate of return on assets assumption was determined by applying historical average investment 

returns from published indexes relating to the current allocation of assets in the portfolio. When these overall return 

expectations are applied to the plan’s target allocation, the expected rate of return is determined to be 7.50%.

Asset allocation and investment goals:

The Credit Union’s pension plan weighted-average asset allocations at December 31, 2007 and 2006, by asset category  

are as follows:

Plan assets are invested in fourteen diversified investment funds and managed by an Investment Manager appointed 

by the Credit Union. The investment funds include ten equity mutual funds and four bond mutual funds, each with its 

own investment objectives, investment strategies and risks. The appropriate strategic asset allocation is governed by the 

Investment Policy Statement for the Quorum Federal Credit Union Defined Benefit Pension Plan and Trust (the “Trust”).

The long-term investment objective is to be invested 60% in equity securities (equity mutual funds) and 40% in debt 

securities (bond mutual funds). Target asset allocation is determined using a Pension Asset Selection System (PASS) 

which optimizes expected return based on risk tolerance.

The investment goal is to achieve investment results that will contribute to the proper funding of the pension plan 

by exceeding the rate of inflation over the long-term. In addition, investment managers for the Trust are expected to 

provide above average performance when compared to their peer managers. Performance volatility is also monitored. 

Risk/volatility is further managed by the distinct investment objectives of each of the Trust funds and the diversification 

within each fund.

Future benefit payments and contributions:

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid:

The Credit Union does not expect to contribute to the pension plan in 2008.
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Asset Category:
Equity securities (equity mutual funds)
Debt securities (bond mutual funds)

2007

 
57%
43%

100%

2006

 
62%
38%

100%

Years Ending December 31:
2008
2009
2010
2011
2012

Years 2013-2016

Amount 
	 $	 -
		  5
		  5
		  9
		  11
		 134
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Note 14: Pension Plans and Postretirement Benefit Plan (continued)

Postretirement benefits:

The Credit Union also provides postretirement healthcare benefits to qualified retirees. 

As described in Note 1, the Credit Union adopted SFAS No. 158 at December 31, 2007 and, as a result, an 

adjustment of $275 was made to accumulated other comprehensive income to report the Credit Union’s funded 

status, which increased accrued postretirement benefit cost by $275.

Summary information regarding the Credit Union’s plan as of December 31, 2007 and 2006 and is as follows, using a 

measurement date of December 31, 2007 and 2006:

The amount recognized in accumulated other comprehensive loss consisted of the following component at 

December 31, 2007 and 2006:

The estimated net loss and prior service cost that will be amortized from accumulated other comprehensive loss into 

net periodic benefit cost over the next fiscal year is $110.

Other information for the Credit Union’s postretirement healthcare plan is as follows for the years ended  

December 31, 2007 and 2006:

Benefit cost

Employer contribution

Benefits paid

2007

	 $	 107

	 $	 -

	 $	 -

2006

	 $	 106

	 $	 -

	 $	 -

Benefit obligation

Plan assets at fair value

Funded status

Accrued postretirement benefit cost 
recognized in the financial statements

Accumulated benefit obligation

2007

	 $	(488)

		  -

	 $	(488)

	 $	(488)

	 $	(488)

2006

	 $	(454)

		  -

	 $	(454)

	 $	 (106)

	 $	(454)

Net gain

Prior service cost

Total

2007

	 $	 (47)

		  322

	 $	 275

2006

		  N/A

		  N/A

	 $	 N/A
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Note 14: Pension Plans and Postretirement Benefit Plan (continued)

Actuarial assumptions employed in the valuation of postretirement healthcare benefits in 2007 and 2006 were:

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans.  

A one-percentage-point change in assumed health care cost trend rates would have the following effects:

Discount rate

Health care cost trend rate assumed for next year

Rate of increase in compensation

Ultimate trend rate

Years to reach ultimate trend rate

2007

		  5.75%

		  9.00%

		  5.00%

		  5.00%

		  10 years

2006

		  5.50%

		  9.00%

		  5.00%

		  5.00%

		  10 years

Effect on total of service and interest cost components

Effect on postretirement benefit obligation

1 Percentage 
-Point 

Increase

	 $	 8

	 $	 118

1 Percentage 
-Point 

Decrease

	 $	 (7)

	 $	 (93)



Note 14: Pension Plans and Postretirement Benefit Plan (continued)

Future benefit payments and contributions:

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid: 

The Credit Union does not expect to contribute to the postretirement healthcare plan in 2008.

Note 15: Capital Requirements

The Credit Union is subject to various regulatory capital requirements administered by the National Credit Union 

Administration (NCUA). 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 regulations and the regulatory framework for prompt corrective 

action, the Credit Union must meet specific capital regulations that involve quantitative measures of the Credit 

Union’s assets, liabilities and certain off-balance sheet items as calculated under generally accepted accounting 

practices. The Credit Union’s capital amounts and net worth classification are also subject to qualitative judgments  

by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Credit Union to maintain 

minimum amounts and ratios (set forth in the following table) of net worth (as defined) to total assets (as defined). 

Credit Unions are also required to calculate a risk-based net worth requirement (RBNWR) that establishes whether 

the Credit Union will be considered “complex” under the regulatory framework. The Credit Union’s RBNW ratio 

as of December 31, 2007 was 6.81 percent. The minimum ratio to be considered complex under the regulatory 

framework is 6 percent, therefore the Credit Union is considered complex at December 31, 2007. Management 

believes, as of December 31, 2007, that the Credit Union meets all capital adequacy requirements to which it  

is subject.

As of December 31, 2007, the most recent notification from the NCUA categorized the Credit Union as “well 

capitalized” under the regulatory framework for prompt corrective action. To be categorized as “well capitalized,” 

the Credit Union must maintain a minimum net worth ratio of 7 percent of assets. There are no conditions or events 

since that notification that management believes have changed the institution’s category.
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Years Ending December 31:
2008
2009
2010
2011
2012

Years 2013-2016

Amount 
	 $	 -
		  -
		  1
		  3
		  4
		  57



Note 15: Capital Requirements (continued)

The Credit Union’s actual capital amounts and ratios are also presented in the table. 

Because the risk-based net worth requirement, 6.81%, is less than the net worth ratio, 10.90%, the Credit Union 

retains its original category of well capitalized.

In performing its calculation of total assets, the Credit Union used the quarter-end balances option, as permitted by 

regulation.

Note 16: Other Comprehensive Income

Other comprehensive income, which is comprised solely of the change in unrealized gains and losses on available for 

sale securities is as follows:

Note 17: Fair Value of Financial Instruments and Interest Rate Risk

SFAS No. 107, “Disclosures About Fair Value of Financial Instruments”, requires disclosure of fair value information about 

financial instruments, whether or not recognized in the statement of financial condition, for which it is practicable to 

estimate that value. In cases where quoted market prices are not available, fair values are based on estimates using 

present value or other valuation techniques. Those techniques are significantly affected by the assumptions used, 

including the discount rate and estimates of future cash flows. In that regard, the derived fair value estimates cannot 

be substantiated by comparison to independent markets and, in many cases, could not be realized in immediate 

settlement of the instrument. SFAS No. 107 excludes certain financial instruments from its disclosure requirements. 
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Unrealized holding gains  
arising during the period

Less reclassification adjustments for 
gains recognized in net loss

Net unrealized holding gain

2007

	 $	 316

		  (126)

	 $	 190

2006

	 $	 412

		  -

	 $	 412
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December 31, 2007:

Net Worth

Risk-Based Net Worth 

December 31, 2006:

Net Worth

Risk-Based Net Worth 

Amount

$ 61,065

38,147

$ 61,212

35,065

Ratio

10.90%

6.81%

11.03%

6.32%

Amount

$ 33,614

N/A

$ 33,298

N/A

Ratio

6.00%

N/A

6.00%

N/A

Amount

  

$ 39,216

N/A

$ 38,847

N/A

Ratio

7.00%

N/A

7.00%

N/A

Actual

To Be Adequately  
Capitalized Under
Prompt Corrective
Action Provision

To Be Well
Capitalized Under
Prompt Corrective
Action Provision



Note 17: Fair Value of Financial Instruments and Interest Rate Risk (continued)

Accordingly, the aggregate fair value amounts presented do not represent the underlying value of the Credit Union. 

Management uses its best judgment in estimating the fair value of the Credit Union’s financial instruments; however, 

there are inherent weaknesses in any estimation technique. Therefore, for substantially all financial instruments, 

the fair value estimates presented herein are not necessarily indicative of the amounts the Credit Union could have 

realized in sales transactions at either December 31, 2007 or 2006. The estimated fair value amounts for 2007 and 

2006 have been measured as of their respective year ends and have not been reevaluated or updated for purposes of 

these financial statements subsequent to those respective dates. As such, the estimated fair values of these financial 

instruments subsequent to the respective reporting dates may be different than the amounts reported at each  

year end.

The information presented should not be interpreted as an estimate of the fair value of the entire Credit Union since a 

fair value calculation is only required for a limited portion of the Credit Union’s assets and liabilities. Due to the wide 

range of valuation techniques and the degree of subjectivity used in making the estimates, comparisons between the 

Credit Union’s disclosures and those of other credit unions may not be meaningful.

The following is a summary of the recorded book balances and estimated fair values of the Credit Union’s financial 

instruments at December 31, 2007 and 2006:

Loan commitments on which the committed interest rate is less than the current market rate are insignificant at  

December 31, 2007 and 2006.
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Financial Assets:

Cash and cash equivalents

Certificates of deposit

Available for sale securities

Share certificates in corporate
credit unions

Loans receivable, net

Accrued interest receivable

Investment in FHLB Stock

Deposit in NCUSIF

Financial Liabilities:

Members’ share accounts

Borrowed funds

Carrying
Amount

	 $	 17,952

		  12,861

		  16,043

		  18,487

		  477,148

		  2,821

		  1,558

		  3,379

		  478,085

		  20,000

Fair
Value

	 $	 17,952

		  12,861

		  16,043

		  18,487

		  476,867

		  2,821

		  1,558

		  3,379

		  475,041

		  20,318

Carrying
Amount

	 $	 13,408

		  9,087

		  24,297

		  13,119

		  475,663

		  2,857

		  1,224

		  3,458

		  477,911

		  14,000

Fair
Value

	 $	 13,408

		  9,087

		  24,297

		  13,119

		  470,918

		  2,857

		  1,224

		  3,458

		  476,937

		  14,005

2007 2006



Note 17: Fair Value of Financial Instruments and Interest Rate Risk (continued)

The Credit Union assumes interest rate risk (the risk that general interest rate levels will change) as a result of its 

normal operations. As a result, fair values of the Credit Union’s financial instruments will change when interest rate 

levels change and that change may be either favorable or unfavorable to the Credit Union. Management attempts 

to match maturities of assets and liabilities to the extent believed necessary to minimize interest rate risk. However, 

borrowers with fixed rate obligations are less likely to prepay in a rising rate environment and more likely to prepay in 

a falling rate environment. Conversely, members who are receiving fixed rates are more likely to withdraw funds before 

maturity in a rising rate environment and less likely to do so in a falling rate environment. Management monitors rates 

and maturities of assets and liabilities and attempts to minimize interest rate risk by adjusting terms of new loans and 

shares and by investing in securities with terms that mitigate the Credit Union’s overall interest rate risk.
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