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Managing Through Challenging Economic Times

Our country is in the midst of the worst
economic decline since the Greaf Depression.
San Diego County is exceptionally hard hit with
rapidly increasing unemployment and sharply
declining real estate values; San Diego is
ranked among the bottom 10 real estate
markets in the country. Not unlike other
financial institutions, North Island Credit Union
felt the adverse effect of these economic
conditions in 2008, culminating in the first
annual loss of income in the credit union’s
6-vear history. Capital reserves of the credit
union, reserves that have been built fo weather
significant economic fluctuations, are being
used fo shore up the allowance for future loan
losses. The reality is that the credit union is
experiencing more instances of members who,
through job loss or change in economic
circumstance, are unable to repay the loans
that they were granted. These are sobering
fimes for the entire national financial system.

There is comforting news for members
regarding safety and soundness. Member
deposits are federally insured to $250,000
through the National Credit Union
Administration’s (NCUA's) share insurance
fund and backed by the full faith and
credit of the U.S. Government. This increased
coverage is currently effective through
December 31, 2009, and there is legislation
moving through Congress to make that @
permanent change; we will keep you updated.
Our home loan interest rates remain low,
creating a prime environment for purchasing

a home, especially for firstime buyers.

We have a solid financial and operating plan
for 2009 and are monitoring it closely. Upon
CEO Michael Maslak's refirement in January,
the board of directors appointed two seasoned
senior executives, Geri Dillingham, chief
operating officer, and Kim Reedy, chief
financial officer, to serve as interim coCEOs.
They are actively engoged in the 2009
business plan, providing doubled resources fo
focus on the challenges ahead with speed and
measurable results.

During the last few months, the credit union has taken
significant sfeps to reduce operational expenses. Expense
reductions have both a positive effect on financial
performance in the short term and will position our
credit union to compete long term. These are hard but
necessary decisions as the credit union, like our members,
must rethink daily operations and tighten our belts. In
November, we closed our Temecula Branch. In late
May, we will close three more branches: Clairemont
Square, Vista, and Carlsbad. Our branch network will
be ably supported with electronic services—felephone
and web banking, online bill payment, CoOp ATMs, and
NifiCard debit access. In addifion, our employees are
commitied fo the longferm success of this credit union and
should be commended for taking significant reductions in
benefits and wages, a necessary step to move forward in
this economy and as a longerm competitor.

Unfortunately, there is no quick recovery anticipated from
this economic downturn. We are hopeful that the Obama
economic sfimulus package will have its desired effect on
consumer spending lafer in 2009, improving confidence
and employment. We are also hopeful that some form of
capital assistance may become available through our
federal insurance fund. Credit unions nationally are
seeking parity with banks in getting federal assistance with
capital because, while we did not cause the subprime real
estate problem, we are faced with the resuliing economic
damages. Credit unions have never received a dollar of
taxpayer bailout funds in their 100~year history. Today, we
must consider all options fo ensure credif unions have the
same chance as banks to succeed once the nation turns
the comer. If we do receive federal funds in the future, be
assured that we will set up a repayment plan as well.

North Island Credit Union will persevere and profect your
inferests. You, our members, have historically been our
number one priority and we will keep you top of mind
as we move through and beyond this challenging
environment. We are making the tough shortterm
decisions to ensure a healthy and prosperous long ferm
for your credit union. We appreciate your understanding,
continued membership, and
support of The Island.

Jack Lewis,
Chairman of the Board
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COMPARATIVE BALANCE SHEET

Assets 12/31/08 12/31/07

Nef Loans & leases Outstanding $1,017,986,464 $1,144,395,212
Cash in Banks 78,241,755 66,800,513
Federal Agency Securities 321,924,182 91,381,363
Certificates of Deposit and Other Investments 37,213,044 70,617,180
Fixed Assets 75,283,996 49 684,161
Other Assets 27,210,343 29,695,390

Total Assets

$1,557,859,784

$1,452,573,819

Liabilities

Accounts Payable and Other Liobilities $264,939,076 $139,460,739
Equity

Shares $1,196,329,947 $1,161,715,463
Regulatory Reserves 38,665,249 38,665,249
Undivided Earnings 57,925,512 112,732,368

Total Liabilities and Equity

COMPARATIVE STATISTICAL REPORT

$1,557,859,784

$1,452,573,819

SUMMARY OF EXPENSES

PROFIT (LOSS) ANALYSIS

12/31/08 12/31/07
Employee Compensation and Benefits $31,580,551 $30,304,779
Travel and Conferences 225,461 495,179
Office Occupancy 5,681,595 4,825,775
Office Operations 12,156,223 12,127,950
Education and Promotion 2,724,490 4,563,614
Loan Servicing 1,139,710 1,179,443
Professional and Outside Services 1,361,058 1,488,858
Provision for Loan Losses 57,030,000 6,670,000
Miscellaneous Expenses 2,404,751 5,212,807
Total Operating Expenses $114,303,839 $66,868,405
12/31/08 12/31/07
Interest on Loans $66,753,415 $77.249,480
Investment Income 18,014,327 12,221,758
Other Income 16,176,151 27,669,187
Gross Income $100,943,893 $117,140,425
less: Operating Expenses 114,303,839 66,868,405
Net Income before Dividends ($13,359,946) $50,272,020
less: Dividends and Interest Expense 36,834,880 41,285,827
Net Income ($50,194,826) $8,986,193

12/31/08 12/31/07
Number of Members 101,769 106,327
Number of loans Outstanding 37,322 39,664
Number of Loans Made/ Year 4,756 8,067
Amount of Loans Made/Year $220,306,473 $366,433,578
Dividends Paid to Members $25,570,200 $35,803,343
Average Loan per Member $28,371 $28,961
Average Shares per Member $11,755 $10,926

SUPERVISORY COMMITTEE REPORT

Your Supervisory Committee is composed of volunteers
elected from the membership. The Committee is charged
with representing the members” interests and validating the
results of operations each year. These responsibilities are
accomplished through an annual financial audit. In 2008,
McGladrey & Pullen, LLP, a national CPA firm with recognized
expertise in the credit union industry, conducted their
independent audit. If you, as a memberowner, have any
problem that is not resolved to your satisfaction by the credit
union staff, you may write fo us:

Supervisory Committee

PO Box 80067

San Diego, CA 921380067

Joe DeNigra, Chair

Earl Carlovsky, Secretary

Gene Pellerin

MESSAGE FROM BOB DOANE, BOARD FINANCIAL OFFICER

Controlling Credit Risk is the Priority

These are critical times, and the credit union has faced
serious financial challenges this past year. The increase in
loan losses related fo the rapid decrease in San Diego real
estate values has had the largest impact on credit union
financial performance. 2008 actual loan losses were $20
million and yearend income was a negative $50.2 million,
mainly due fo our requirement fo provide $57 million to
loan reserves for 2009. The credit union ended the year
adequately capitalized with nef worth of 6.46% and has
a solid plan to rebuild capital as a key priority.

The credit monitoring tools and systems used for the past
10 to 15 years in making home loans must now be
challenged. Nationally accepted credit scores have lost
their significance in the creditdecision process. Good loans
become challenged in a region experiencing a 30% loss in
property value, and in cerfain zip codes, even higher. We
have made changes to our underwriting systems, and we
continue to fake a conservative stand in estimating future

loan losses. We are proactively working with members who
appear fo be financially challenged, and we are frying fo
keep members in their homes. However, we must honestly
assess which members can be aided through shortferm
assistance and which situations are beyond realistic relief.

As the severity of this economic cycle intensified, we ook
actions in the 4" quarter that will cut operating expenses in
2009 by 21%. Midyear, we will further reduce operational

expenses for even greater savings.

We are navigating sformy seas af present, but are confident
in better times for you, and for your credit union, as we
proceed through 2009 and info the coming years.

Gobos £

Bob Doane,
Board Financial Officer




