Credit Committee Report

The third quarter of 2009 marked the one year anniversary of the financial market
meltdown. Our credit union emerged as a strong, sound segment of financial
institutions. Record share balance increases, record loan originations and our
capital base reflects the strength of the Alpena Alcona Area Credit Union because
of members like you with a growing awareness of the value of credit union mem-
bership.

During the past year the credit union granted 3,949 loans totaling $48,962,016.00
compared to granting 3,529 loans totaling $39,461,942.64 in 2008. Overall this
past year ended with an annualized loan growth of 12.26 percent.

Interest rates continued to be low on mortgage loan products during 2009 resulting
in the credit union granting one hundred fifty-four (154) first lien in-house mort-
gage loans for a sum of $14,454,922.00 and fifty-three (53) in-house home equity
loans totaling $1,534,639.00 and one hundred ninety-seven (197) secondary
market mortgage loans totaling $22,143,453.

Attention members! Are you a member that has their automobile loan or mort-
gage loan with another financial institution? Why not bring it over to Alpena
Alcona Area Credit Union especially now with low interest rates? Not a home-
owner? You may qualify for a no down payment mortgage on a home purchase.
Alpena Alcona Area Credit Union is committed to offer low interest, no down
payment mortgage opportunities for you. Contact any one of our mortgage spe-
cialists for further details.

We know that your time is precious so if you are contemplating a new automobile
or recreational equipment purchase, consider completing the process right at one
of our indirect dealerships. To view the list of participating dealers please visit
our website at aaacu.com.

With all of the changes taking place on credit cards due to the Credit Card Act be
prepared to pay more fees if your card is not with Alpena Alcona Area Credit
Union. Several large banks are looking at charging inactive fees, low balance
fees, paying off your balance in full monthly fees and annual fees. Why not avoid
these fees and apply for a VISA card through your credit union, with Classic cards
having an interest rate of 12.96 percent or a Platinum card having a rate of 10.96
percent? Check your current credit card statements. You may be amazed at what
your interest rate and fees actually are. Make sure you read all correspondence
from your credit card company because these changes are starting to be imple-
mented.

A total of one hundred eight (108) members caused the credit union to suffer loan
losses to be charged against the reserve for loan losses totaling $577,276.10,
largely due to members filing for bankruptcy relief. Ofthis total 53.62 percent
attributed to members taking bankruptcy. The credit union was able to recover
$25,061.22 on previously charged off loans.

The percentage of delinquent loans at the credit union as of December 2009 is at
1.84 percent of total loans compared to 1.35 percent at year end 2008. An in-
crease in delinquency over the past year is largely due to job losses, wage conces-
sions and the economy. The credit union has delinquency under control with an
effective collection team and collection procedures in place to work with our
membership in resolving their delinquent status. If you find yourself having a
difficult time meeting your loan payments contact your credit union to work out a
comfortable repayment plan. We want to work with our members during their
time of need.

Keep your credit union in mind and compare interest rates before assuming you

are getting the best interest rate. You can place your trust in your Credit Union.

Spread the word to your family and friends that credit union membership has its

benefits. Lower loan interest rates, higher dividends, weekly, biweekly payment
options and no down payment mortgage loans to name a few. Any of our credit
union offices can assist you with your borrowing needs.

Respectfully yours,

Dennis Artley, Chairperson

Total Membership

Balance Sheet 30,000 -
28,500 -
December 31, 2009 and December 31, 2008 27,000 - 26,549 26,852
Assets 2009 2008 25,500

Loans to Members, Net of 24,000

Allowance for Loan Losses $117,917,840  $105,182,771 22500 1 22,014 21 568 21.647

Cash 1,991,011 3,421,247 21,000 4 ’

Investments 115,408,533 80,692,894 19,500 -

Fixed Assets, Land & Bldgs 6,131,257 6,276,020 18.000 A

Furniture & Equipment, Net 844,871 848,811 16,500 -

Other Assets 2,269,932 1,827,846 15,000 - . . . i
TOTAL ASSETS $244,563,444  $198,249,589 2005 2006 2007 2008 2009
Liabilities & Equity Total A ¢

Notes Payable $15,000,000 250 ~ ota i .sse s 244.6

Accounts Payable 1,206,479 $1,573,469 In Millions

Dividend / Interest Payable 543,085 595,741 200 4 198.2

Member Savings 208,477,374 177,354,470

Statutory Reserves 4,522,979 4,522,980 150 1343 1413 150.3

Undivided Earnings 14,813,527 14,202,929 :

TOTAL LIABILITIES & NET 100 1
WORTH $244,563,444  $198,249,589
50
Statement of Income & Expense
December 31, 2009 and December 31, 2008 01 2005 j 2006 " 2007 j 2008 2009
Income: 2009 2008

Interest on Loans $6,919,178 $6,557,175 Loans to Members

Investment Income 2,656,560 3,031,702 I Million:

Other Income 2,110,122 1,728,942 ons
TOTAL INCOME $11,685,860 $11,317,819 120 A 105.6 118.6
Operating Expenses 105 1 86.9

Compensation & Benefits $3,319,861 $3,079,292 90 1 76.9 826 ‘

Travel & Conference 97,956 100,250 75 1

Office Occupancy 467,036 348,174 60 -

Office Operations 1,106,345 1,090,185 45 1

Educational & Promotional 147,112 146,772 30 A

Loan Services 264,495 289,657 15 4

Professional Outside Svcs. 576,071 567,092 0 - . . . :

Provisions for Loan Losses 781,542 394,344 2005 2006 2007 2008 2009

Member Insurance 283,897 5,565

Operating Fees 49,166 32,814 -

Other Expenses 28,827 50,459 Shares & Deposits
TOTAL OPERATING EXPENSES $7,122,308 $6,104,604 In Millions
Other Income (Expense): 220 2085
Non-Operating Income & Expense -$205,585 -$160,145 205
Dividend & Interest Expense 132 1774
Interest on Borrowed Money 93,424 160
Interest on Deposits 2,833,188 3,409,964 145 1239
Dividends on Shares 915,130 952,895 1304 1198 1260
TOTAL DIV/INT EXPENSE $3,841,742 $4,362,859 1183 .

2005 2006 2007 2008 2009
$516,225 $690,211

NET INCOME

AAACU 56th Annual Meeting

Roard of Directors

David McNeil, Chairperson. . . Retired, School Superintendent

Jeffrey Trelfa, Vice Chairperson . . . . .. Alpena Public Schools
Charlie Negro, Treasurer . . . .. Principal REMS of Oscoda
Marlena Mac Neill, Secretary . . . ...... Alcona County Road
Commission
Tom Lanway . . .. ... .. Retired, Superintendent AMA ESD
Terry Nelkie............. Jefferson Trucking Company
Sheila Panknin . . ................. Ludlow Enterprises
Mary Reitler .. ........... Retired, Oscoda High School
Thomas Young. . ............ Retired, Montmorency County
Tribune
Supervisory Committes

Tony Suszek , Chairperson . ................ AMA ESD
George Falkenhagen . . . . . . Huron Shores Campus - ACC
Alene Liske. . . ........... Retired Alpena Public Schools
Alan Shillair. . . ............ Alcona Community Schools

Credit Commiittee
Dennis Artley, Chairperson . . ............. Retired, IRS
Paul Fredenburg . . .............. AAACU Retired Staff
Donald Urban . . . ....... Retired, Alpena Public Schools
Jane Kakowski . . ...................... AAACU Staff
Sharon Kapalla . . ..................... AAACU Staff
Debbie Sucharski . . ................... AAACU Staff
Lorna Dellar . . ....................... AAACU Staff

Security Officers
DonaldJ. Mills . ...................... AAACU Staff
Mary Gliniecki . . ...................... AAACU Staff

President & CEQ

Donald J. Mills

&
Mission Statement of
Alpena Alcona Area Credit
Union

The mission of Alpena Alcona Area
Credit Union is to serve our
members’
financial needs by providing
progressive, quality services
delivered with integrity and

commitment. J
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Chairpersonds Report

Once again we gather to celebrate our credit union with an annual meeting.
We did see growth this year (303 new members or 1.14 percent). [ am
pleased to report that Alpena Alcona Area Credit Union serves 26,852 mem-
bers.

The trends of financial institutions are changing. Many are looking for new
ways to charge for services that were considered standard. Fortunately we
are not amongst them. People are reverting back to older sound practices:

a) cutting back on credit card use
b) adding to their savings (up approximately 6 percent),
preparing with a fArainy
c¢) asking themselves about a need before a purchase; no frill
purchasing
d) discovering who to trust

This is the thought I would like to convey in my brief message to you, our
members: AAACU is based upon trust. Our members, our staff and all vol-
unteers understand this most important ingredient for success.

We all have work to do, we must spread the word to anyone we know who
has a need for a trustworthy institution. We must emphasize this trait, if we
are to grow and stay on top of all other financial institutions. Bring your
friends, neighbors and relatives in for a chat about Alpena Alcona Area
Credit Union. We have very good people ready to assist other very good
people. Who are you bringing in next week?

Once again, it has been an honor to serve as your board chairperson and I
thank you for your trust in us as a credit union.
Sincerely,

David H. McNeil, Chairperson

Supervisory Committee Report

The Supervisory Committee consists of four credit union members who meet
monthly with the internal auditor to review and update internal controls,
policies, federal and state credit union guidelines, charter, bylaws, rules and
regulations and recommend best practice for any practice considered unsafe
or unauthorized. The Committee really does represent the eyes of the mem-
bership to help prevent theft, embezzlement and fraud. A representative of
the Supervisory Committee attends all board meetings.

Our auditing firm of Cindrich, Mahalak & Co., P.C. audited the credit union
for 2009 and was given a clean and excellent report. We commend the staff
for their excellence! The firm tests for compliance with accounting, technol-
ogy, internal control and administrative procedures. As part of their tests,
the firm reviewed policies, procedures, controls and compliance of the same,
along with the review of the general ledger and operating statements and
information technology.

A key component of the internal control is the position of internal auditor at
the credit union. The internal auditor meets with the Supervisory Committee
and checks policies and reviews accuracy of cash counts, internal controls,
and recommends best practices to protect your assets. Our credit union is
the only one in Northern Michigan with the internal auditor position but with
the size of our credit union and the importance we place on your funds, we
feel that it is needed to make sure your assets are protected.

The Supervisory Committee along with the Internal Audit/Compliance
Department find the Credit
good condition. The Credit Union records have been found to be maintained
properly, honestly and accurately. Policies established by law and by the
Board of Directors are
assets are safeguarded and used according to the purposes of the Credit
Union.

Your Credit Union continues to be strong and the Supervisory Committee
takes its responsibility very seriously. We will continue to work to preserve
the integrity of your funds. We look forward to the challenges which are
sure to approach us in the new year.

d a Yt Bas beed dptivileBeGoBefvE ay chairperson of this committee!

Respectfully submitted,

Anthony (Tony) Suszek, Chairperson

Treasurerd6s Report
Al 't hough Michigands economy
much pride that I report last year was a productive and positive year for
Alpena Alcona Area Credit Union. Our trained, professional, caring Staff
and Management Team continued to provide our members with a wide range
of services and products. Whether you did business at one of our seven
offices or processed your finances on-line, our Credit Union continued to
focus on meeting the varying needs of our members.

Over the course of 2009 our Credit
to $244,563,445.00. This equates to a 23.36 percent asset growth rate. We

are projecting strong asset growth in 2010 as our membership seeks a finan-

cial institution that they can trust and have confidence that their deposited

funds will earn a competitive rate of return. The national media has placed a
tremendous emphasis upon the benefits of belonging to a Credit Union and

there is no doubt that the Credit Union industry will shine in 2010 and ulti-

mately lead our nation out of the recession.

The Credit Union ended the year pr
member experience to 26,852 members. Overall membership grew by 303
members or 1.14 percent in 2009 as a result of a growing number of consum-

ers who have discovered the advantages of belonging to our Credit Union

versus other types of financial institutions. We are projecting another solid

year in terms of new membership growth in the year 2010.

Member savings deposits increased 17.55 percent or $31,122,904.00 in

2009. Our membership is exhibiting normal savings behavior that occurs

during a recessionary period that has resulted in the national savings rate

returning to a more normal level in 2009. We encourage all members to

create a savings plan that will result in the creation of an emergency savings

fund comprised of at least three months of your living expenses in the event

you encounter a job layoff or other family emergency. We are projecting

that our membership will continue to save more dollars in the year 2010 as

we focus our member education programs toward budgeting and making the
concept of Athrifto a top priority.

Your Credit Union offers the best of both worlds with competitive rates
being paid on savings account options and peace of mind knowing that your
account is federally insured by the National Credit Union Administration or
NCUA up to $250,000.00.

The Credit Union surpassed its 2009 projections as related to the area of

Uni on o6 s manpeelearpgrowth apevideneed by the Lending Jeamgiproeessing 8,949 | st

member loans totaling $48,962,016.00. This resulted in overall loan

growth equal to 12.26 percent; well ahead of our budget projection of loan
essent i al | ygowtlequalig §/1d percent. gMember demandrvas pagiqulprly strang iy |

both the area of new and used automobile financing as our Lending Team
granted 1,618 automobile loans totaling $24,276,936.00 in 2009.

Your Credit Union has made a commitment and an investment in becom-
ing a leader in the area of mortgage lending in the year 2009. Our results
were phenomenal as our professional Mortgage Team was successful in
granting 404 mortgage loans totaling $38,133,014.00 in 2009.

The Credit Union is committed to helping our members through these
difficult economic times by offering loan workout arrangements. Our
member loan delinquency ratio increased to a rate equal to 1.84 percent

over the course of 2009. The Credit Union has placed a high priority upon

gathering with our members who are facing difficult times due to the state
of the economy in order to develop an arrangement to keep our families in
their homes.

Our professional Collection / Counseling Team strives to keep the lines of
communication open with our members who are having difficulties in
making their payment obligations to the Credit Union. We encourage you

cont i nogetactusif yquare havipgtiouble mpgiing poprfinangig) epligations ¢

so we can develop a plan to gét you through these totugh economic fimes.

Total Credit Union gross income increased $368,041.00 or 3.25 percent in
2009. The Credit Union earned a lower rate of return on both our member
loan and investment portfolios as a result of the low interest rate environ-

ment we experienced over the course of 2009. We did realize a substantial

income stream from our growing member mortgage loan portfolio com-
pryy
Credit Union realized nef income equal to $ 0. Our return on
average assets operating ratio ended the year 2009 at 0.23 percent.

Total operating expenses, including the provision for loan losses, increased

$1,017,704.00 or 16.67 percent in 2009. Operating expenses came under
pressure due to expenses associated with the NCUA Corporate Stabiliza-
tion Program and due to a regulatory requirement to allocate $781,542.00
or 6.69 percent of our gross income to reserve for future loan losses. The
bdeete .
east a quarterly basis and is pleased to report that our budget estimates
were well prepared for the year 2009.

We are pleased to report that we are paying very competitive rates on our
savings products and that your Credit Union returned $3,748,318.00 or

32.07 percent of our total gross income back to you, our member-owner, in

the form of dividends and interest expense in 2009.

Credit Union net worth increased 3.26 percent in 2009. The Credit Union
allocated $516,224.00 or 4.42 percent of our gross income into our net

worth position. OQur net wo-rth
capitalizedd ratio of 7.91

In summary, our Credit Union is in solid financial condition and will
continue to provide our members with a wide range of products and ser-
vices to meet their needs. We can be proud of the fact that at Alpena
Alcona Area Credit Union, Everything we do, we do for you!

Respectfully yours,

Charlie Negro, Treasurer
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