IMPHCT A 2023

CORNERSTONE ANNUAL MEETING & GOUNGIL FORUM

Current Expected Credit Losses (CECL) Implementation — We’re Live!
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Agenda

«  CECL Timeline Update

« Methodology Selection

« Macroeconomic Impacts

« Strategies to Minimize Volatility
*  Preparing for the Audit

«  Budgeting Considerations

* Leveraging your CECL Data



What is CECL? @

New Credit Loss Methodology
« Life of Loan Losses
» Leverages Existing Credit
Management Practices

» Forward Looking Information




Why CECL?

Proposed following the Great Recession

Financial institutions were

» Under reserved going into recession

« Over reserved coming out

Attempt to make reserves proactive
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Sample Implementation Timeline &

2016 2017 2018 2019 2020 2021 2022 2023
FASB Provides
CECL
Methodology
Dec 15, 2019
SEC Filing Public Implementation & iz

Validation Refine CECL Model & Monitor

Business Entities Modelling & Go-Live

Dec 15, 2022

Non-SEC Filing , , Additional Time for ‘Model Refine CECL
Public Businesses Implementation & Maodelling Implementation & Modelling 'v'-3|I.E|r.'1f!EJI'I Mud?l &
& Go-Live Monitor
Dec 15, 2022
AII Oth!l' : . Additional Time fo MﬂdEl Refine CECL
. Implementation & Modelling Amplameniniion Validation Model &
Businesses & Modelling & Go-Live Monitor




Methodology Selection and Implementation

Pros

Cons

WARM

No Data

Easy to document and understand
Fast implementation
Utilizes high level data

Imprecise
Ignores changes in credit quality

PD/LGD

Current Loan

Level Data

Precise —
calculated at the loan level

Utilizes industry level loss history

Black box

Industry data may not reflect your
credit union

Vintage
Historical Loan
Level Data

Easy to document and understand
Specific to your experience

Less precise
Requires historical data



WARM CECL Reserve New Vehicle

ETrellance

Year of

CYCLE_DATE Loan Balanc Average Balance

12 Month Charge Gffs 12 Month Recoveries Net Charge Offs Avg. Charge Off Rate

2003
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
Avg €O Rate
Calculati

Estimated Remalning Life
Average Interest Rate

al Payments
Year 2 Principal Paymants
Yoar 3 Principal Payments
Year 4 Principal Payments
Yoar § Principal Paymants

Yaar 7 Principal Paymants
Year B Principal Paymants
Year 3 Principal Payments
Yaar 10 Principal Paymants

Weighted Average Remalning Life

Amortized Over Life

Reasonabla and Supportable Forecast Pariad

Post Reversion Period

Loan Balance Qutstanding

Economic Adjustment to Forecast Period

/O Rate for Forecast Period

Reasonabile and Supportable Forecast Period
Weighted Average (/0 Rate During Forecast Pariod
CECL Reserve for Forecast Period

Charge Off Rate (only retrospective)

Waelghted Average Remaining Life

Post Reversion Period

Avg. Charge Off Rate

Waighted Average {/0 Rate During Reversion Pariod

CECL Reeserve for Post Reversion Period

CECL Raserve a5 a % of Loan Balance - New Vehi
Qualitative Adjustment - New Vehicle
Total CECL Resarva - WARM - Mew Vighicle




Table Type

Vintage Analysis - CECL

5ING 3
Allowance Group

AUTO - DIRECT USED

Report_Date

12 121

Historical Loss - Historical Loss - Historical Loss - Historical Loss - Historical Loss - Historical Loss - Historical Loss -
Year 1 Year &

Avg¥rl Avg¥rd Avg ¥r 5 AvgYre Avg¥r?

Vintage
Expected
Losses

Original Current Expected Loss - Expected Loss - Expected Loss- Expected Loss Expected loss- Expected Loss- Expected Loss
Balance Balance Yearl Year 2 Year 3 -Yeard Year S Year & -Year7

2014

2015

2016

2017

2018

2019

2020 7 5 : 2 ] 5418 51,018 0 1,209,114
2021 59,143.700B .3 3 3 G0 7 1,177,
Grand Total 469,474,629 133,755,106 782,152 ¥ 190,999 211,726 3,159,827




Report_Date Real Estate Stressor Auto Stressor Unemployment Stressor

4

rellance

Avg.
Allowance Group Probability of
Default

Lo n
Default

AUTO - DIRECT NEW
AUTO - DIRECT USED
AUTO - INDIRECT NEW
AUTO - INDIRECT USED
BUSINE
NS - CREDIT CARD
CONS - OTHER SECURED
CONS - SHARE SECURED
CONS - UNSECURED
R/E - 1ST MORTGAGE
R/E-HOME EQUITY 3 ,328
R/E - MANUFACTURED HOMES 104,455,449
Grand Total 713,317,250 0.69% 110,587,441

M Expected Net Los

Stress Adjusted Expected Losses

AU - | AUTO-
DIRECT | DIRECT | INDIRECT | INDIRECT ‘
NEW USED JEW USED RD

CUNA
= Strategic Services

Stress Adjusted Stress Adjusted
Expected

Praobability of
Losses

Default

) 23,967,555
1,630,127 69% 190,772,872 9,496,216
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Budgeting for CECL

3

clg:;'fs:ﬁ:t ALLL - BoY Charge Offs ALLL - EoY Retained Earnings

12/31/2021 100,000 1,000 -1,000 1,000* 1,000 10,000

12/31/2022 100,000 1,500 -1,000 1,000 1,500 9,500

12/31/2023 100,000 1,500 -1,000 1,000 1,500 9,500
*Pre CECL

’ Increased Risk

@ Growing Portfolio
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2007 Q1

2008 1

2009 1

2010 Q1

20111

2012Q1

2013 Q1

20141

2015 Q1

2016 Q1

2017 Q1

201801

20191

2020 Q1

2021 Q1

2022 Q1

2023 Q1
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Planning and Budgeting
Considerations

 Benefits of a big prior
period adjustment

Never hits income

Impact to net worth phased
in over 3 years

* Growth and ROA now in conflict
Communicate this conflict to EVERYONE

Consider adjustments to KPIs




CECL Policy Hacks - 3
Mitigating Volatility

« Use objective verbiage
» Quantify aggressively and reserve conservatively

« Use peak to trough real estate adjustments
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« Adjust assumptions move inversely to actual
results (revert to mean)




One Year Change in  Three Year Changein  Five Year Change in  Seven Year Change in  Ten Year Change in

House Price Index Index Index d e Home Values

ETrellance

Petersburg-Clearwater, FL MSA B ) Date
All values

Seven Year
Change in
Unemployment

One Year Change Three Year Change Five Year Change

Unemployment
& in Unemployment  in Unemployment  in Unemployment

Ten Year Change in Area

Pre-Pandemic Low
Unemployment

Tampa-St. Petersburg-CL.

Tampa-St.

Petersburg-Clearwater, FL MSA Z75%

Area

[[] Abilene, TX MSA

[] Akron, OH MSA

[] Albany-Schenectady-Troy, .
[] Albany, GA MsA

[] Albany, OR MSA

[] Albuguerque, NM MSA

[] Alexandria, LA MSA

[] Allentown-Bethlehem-East..
[[] Altoona, PA MSA

[[] Amarilio, TX MSA

[] Ames, 1A MsA

[] Anchorage, AK MSA

[] Ann Arbor, MI MSA

[] Anniston-Oxford-Jacksony..
[ Appleton, Wi MsA

[] Asheville, NC MSA

[[] Athens-Clarke County, GA.
[[] Atlanta-Sandy Springs-Ro.
Unemployment [] Atantic Gity-Hammonton, ..
[] Aubum-Opelika, AL MSA
[] Augusta-Richmond Count...
[[] Austin-Round Rock, TX M.
[[] Bakersfield, CA MSA

[] Baltimore-Columbia-Tows..
[] Bangor, ME Met NECTA
[] Bamstable Town, MA Met .
[] Baton Rouge, LA MSA

[] Battle Creek, MI MSA

[] Bay city, M MSA

[] Beaumont-Port Arthur, TX ..
[ Beckley, wv MsA

[ Bellingham, wA MSA

1 Rend-Redmnnd OR MSA

Home Indices
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CECL Policy Hacks — Mitigating Volatility 3

« Consider Including Subjectivity Thresholds

Beginning of Month ACL 31,000,000 December CECL Reserve
Less: Loans Charged Off 750,000

Pre-Entry ACL 30,250,000
Calculated ACL 30,000,000 January CECL Reserve

| Possible Option A

Calculated Provision Current ACL is within 5% of requirement. Citadel deems this to be an immaterial difference
Expense/(Benefit) (250,000) ; within policy limits and does not require an entry as of January 31, 2022
Provision Expense in January 0

| Possible Option B
Change in Required ACL (1,000,000)

Current ACL is within 5% of requirement. Per Citadel's CECL Policy, we will elect to phase in
Smoothed ACL 30,666,667 the overall change over a 90 day period using a straight line methodology.

Provision Expense in January 416,667




Qualitative Adjustments

- How do we address other qualitative adjustments?

* Lending policies and procedures

« Macroeconomic conditions

* Nature and volume of the loan portfolio
« Experience of staff

* Volume and severity of past due loans
* Loan review system

« Value of collateral

« Changes in concentrations

« Other external factors (competitive/legal/regulatory)




Adjusting for Changes in Credit Quality

ZTrellance

Loan Production

CUNA
- % Strategic Services

@
g
]
K]
[u]
=
=
=
=]
=
k]
2
=
o
o
o

Month of Origination Date




Adjusting for a Severe Recession

Report_Date

CECL Reserve
Summary

ZTrellance

CECL Original Current Viintage Adj. Qualitative  Weighted

PeerGroupMame Model Balance (% Balance (% Efo;;ssSNEt Expected Economic Scenario  CECL Reserve 9% of Loans
Selected 000s) Losses Adjustment  Adjustment

AUTO - DIRECT NEW ( 52,2048

AUTO - DIRECT USED ( 465,474.8

AUTO - INDIRECT NEW ( 140,511.7

AUTO - INDIRECT USED ( 1451447

BUSINESS 147,866.6

CONS - CREDIT CARD

CONS - OTHER SECURED

CONS - SHARE SECURED

CONS - UNSECURED

R/E - 15T MORTGAGE 6 7 , . 0.02%

R/E - HOME EQUITY 78,648.7 31,850.3 742 541 0.05% 966
R/E - MANUFACTURED HOMES 82,1416 1044554 0 . 0.01% 10,874

Grand Total 1,817,473.3 715,317.2 1,630,127 11,321,633 1,974,112 0.28% 10,484,636
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