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Total Credit Union Investments

Balances fall in the second quarter following trend of continued run-off.

As of June 30, 2018, credit unions held $358.3 billion in investments, down 5.6% from the first quarter, and
down 3.9% from June 2017. The dip in total investments for the quarter followed past cyclical trends of
growth in the first three months of the year, followed by a slight decline in the following three quarters
combined with growing liquidity pressure due to sustained loan demand. Share balances remained steady
over the past quarter, up slightly (0.40%) to $1.2 billion, and up 5.5% in the last twelve months. Total credit
union assets reached a record high of $1.4 trillion, increasing 1.0% quarterly, and 5.9% year-over-year,
while loan balances grew 3.2% since March 2018, and 9.8% from June 2017.
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Investment Composition
Fed balances and corporate cash fall.

The net $21.3 billion drop in investments and cash in the first quarter was largely a result of declining Fed
balances and cash at corporate credit unions. The former dropped 18.5% quarterly, from $82.8 billion to
$67.5 billion, and decreased its share of the portfolio 2.9 percentage points quarterly. The latter dropped
19.8% quarterly, falling from $24.8 billion to $19.9 billion, with its share of the portfolio contracting 97 basis
points. The only components of the investment portfolio to expand over the quarter were cash on hand
(0.7%), other investments and insurance (1.9%), corporate credit union investments (8.1%), and U.S.
government obligations (0.4%). Fed agency MBS remains is the largest component of the investment
portfolio and saw its share increase by 1.3 percentage points to 26.9% despite a net decline of 0.4%.
Collectively, Agency MBS and Debt remain the largest non-cash investment vehicles, accounting for 44.4%
of the portfolio, up 2.2 percentage points from March 2018.

Investment Composition - All Credit Unions in U.S.

[l US Govt Obligations - $15.78 (4.3%)

[l Fed Agency MBS - $92.2B (26.9%)

B Fed Agency Debt Instruments (non-MBS) - $64.38 (17.5%)
[ Mutual Funds - $2.3B (0.6%)

B Corporate Credit Union - $3.5B (0.9%)

[ Banks - Savings and Loans - $32.98 (8.9%)

[ Other Inv and Ins - $46.78 (12.7%)

B Cash on Hand - $10.0B (2.7%)

B Cash at Corporate CU - $19.9B (5.4%)

Il Cash at Other Financial Institutions - $67.5B (18.3%)

B Cash Equiv. (Invests w/ Original Maturities < 3 Mths) - $5.4B (1.5%)
[l NCUA Guaranteed Notes - $839.1M {0.2%)
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Investment Maturity
Cash and equivalents decline, average maturity lengthens.

The average investment maturity for all U.S. credit unions lengthened in the first quarter of 2018 as
institutions reallocated shorter investments to fulfill loan demand. Cash and equivalents contracted 16.5%
on a quarterly basis, falling from $123.2 billion in March 2018 down to $102.8 billion in June 2018, largely
due to the 18.5% and 19.8% declines in Fed and corporate cash balances, respectively. Investments
maturing in one to three years were the only segment to expand over the period, growing 2.9% to $87.9
billion. Looking ahead, with 71.7% of the portfolio allocated to investments under three years, institutions
are well-positioned to benefit from future rate increases.
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Investment Maturity - All Credit Unions in U.S.
[l Cash and Cash Equivalents - $102.8B (27.9%)
[l Less than 1 Year - $73.2B (19.9%)
I 1 to 3 Years - $87.9B (23.9%)
[ 3to5 Years - $66.3B (18.0%)
[l 5 to 10 Years - $34.1B (9.3%)
[ Over 10 Years - $4.0B (1.1%)
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Yield on Investments
Yield on investments rises with Fed rate increases.

The average yield on investments rose 13 basis points from the fourth quarter, reaching 1.92% at the end
of June, the highest level since December 2010 when the investment yield was 1.96%. Credit unions
benefited from the Fed increasing rates three times in 2017 and twice more in 2018, with at least two rate
hikes projected (and priced into the market) for the remainder of the year. Total credit union investment
income expanded 3.3% quarterly and 21.4% annually, driving yield on investments higher through the first
half of 2018.
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Average Life Profile
Weighted average life grows as cash and equivalents decline.

As of June 30, the average life of all credit union investments was 2.10 years, up slightly from 2.02 years in
March 2018. This was primarily driven by decreases in cash and equivalents, down 16.5% quarterly. This
segment’s share of the investment portfolio contracted 3.7 percentage points quarterly, while segments
like Agency MBS and U.S. government obligations increased their share of the investment portfolio,
contributing to a longer weighted average life. This chart is part of an ALM packet available within
Callahan’s Peer-to-Peer Analytics solution. It can be found under the Hot Topics section within the ALM-
Interest Rate Risk Packet.
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Trend: Weighted Average Life of Investment Portfolio (incl. Cash) - All Credit Unions in U.S.
3.00
2.50
)
3 2.00
82
w
2
£
@ 1.50
=]
E
S
%
2
5 1.00
<
0.50
0.00
2013301340131Q142Q 1430 144014101520 153Q 1540 151016201630 1640 1610 172017301740 171Q 1820 18
Source: Callahan & Associates /é ne f?;ff{ d
S y

©TRUST MUTUAL FUNDS * TRUSTCU.COM = 800-DIAL-TCU




I RUS MUTUAL FUNDS

Derivatives
Increased derivative program participation pushes balances higher.

Derivatives continued to climb in the second quarter of 2018, rising to $13.4 billion, up $400.0 million from
the first quarter and representing the largest balance on record. The growth in notional derivatives was
primarily driven by the 7.1% quarterly increase of Pay-fixed Interest Rate Swaps. Nine credit unions initiated
derivative programs in the first half of 2018, increasing the total number of credit union participants to 67.
As the Fed continues to move rates in 2018, the number of credit unions utilizing derivatives should
continue to grow as these programs are an effective strategy to hedge against future rate hikes.

Total Notional Derivatives - All Credit Unions in U.S.
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If you would like to compare your own institution to the industry benchmark or a specific peer group,
please contact us at 800-237-5678 or TCUgroup@callahan.com
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About Trust for Credit Unions

Trust for Credit Unions (TCU) helps credit unions succeed in serving their members by providing a
professionally managed family of mutual funds --- exclusive to credit unions --- as well as the information
and analysis they need to support investment decisions. Created by some of the leading credit unions with
oversight by a board of trustees, TCU’s mutual fund options allow credit unions to meet their short duration
needs, are professionally managed, and are based on the cooperative values of credit unions.

Visit www.trustcu.com or call us at 800-237-5678 to learn more.

The Trust for Credit Unions (TCU) is a family of institutional mutual funds offered exclusively to credit
unions. Callahan Financial Services is a wholly-owned subsidiary of Callahan & Associate and is the
distributor of the TCU mutual funds. ALM First Financial Advisors LLC is the investment advisor of TCU
mutual funds. To obtain a prospectus which contains detailed fund information including investment
policies, risk considerations, charges and expenses, call Callahan Financial Services, Inc. at 800-CFS- 5678.
Please read the prospectus carefully before investing or sending money. Units of the Trust portfolios are
not endorsed by, insured by, obligations of, or otherwise supported by the U.S. Government, the NCUSIF,
the NCUA or any other governmental agency. An investment in the portfolios involves risk including
possible loss of principal.
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