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Doing Well by Doing Good

Successful Business Models &
Key Elements of Business Plans
for CDFI Credit Unions
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“A goal without a planis just a
wish”

Part 2: “...by Planning for Success”
Key Elements of Successful CDFI Business Plans

— Cathi Kim
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Three Pillars of CDFI Performance

Proximity to low-income
and underserved
individuals and
communities
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Three Pillars of CDFI Performance

Focus on serving CDFI
Target Markets with
responsive and inclusive
products, services,
policies and practices.
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Three Pillars of CDFI Performance

Strong balance
sheet and robust
growth ensures
sustained, steady
expansion of
activities and

impact

Target Market Opportunity
Target Market Response
Financial Performance
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Three Pillars of CDFI Performance

What does this look like in practice?

Target Ma:
Financia
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Characteristics of Successful CDFls

Lending deeply

Porcent of Total Loans

Current FICO ! Ar
Ar Tho+ & 33,806,855 BN
A G90-739 | $ DG

B Ghobly | & 1057191 ¢

C 630659 | & 410,286 €

D Goobag | & a8

on of Loan Dallars by Credit Tier

Original FICO Grades
A e B (.
43282 & 46N 8 4550 8

L5 8 S5 8 Bgfe s

gboyoby & 205a7a01 FEESOCCEIE R

gandsy & saaller 8 2547064 U8

s & 1506a2 8 2480051 8

1,006,861 & 3,080364

47458

158714

Dulags

35,812

Lending profitably

Median Return on Average Assets
FY 2016

Peer Group

(Asset Size) CDFls Non CDFls
Less than $2 million 0.02% 0.09%
$2 million to $10 million 0.34% 0.14%
$10 million to $50 million 0.41% 0.27%
S50 million to $100 million 0.53% 0.37%
$100 million to $500 million 0.68% 0.49%
More than $500 million 0.75%

CDFI Credit Unions

1. Fulfill the historic credit union mission of serving
people of modest means

2. Focus on markets that offer the highest potential
for credit union growth and financial returns

3. Use the best available tools to build the financial

health and capability of our members
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Characteristics of Successful CDFls

Research shows...

CDFI credit unions consistently outperform
their mainstream peers in overall
profitability

Despite focus on toughest markets, “CDFls
show no greater risk of institutional failure
than similar ‘mainstream’ peer
institutions”*

...but what characteristics
distinguish the most
successful CDFIs?
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Lending profitably

Median Return on Average Assets

FY 2016
CDFls Non CDFls

Median Return on Average Assets
FY 2015

; Peer Group
(AssetSize)

E Median Return on Average Assets

Peer Group
(Asset Size)

FY 2014
<5 PeerGr?up CDFls Non CDFls
(Asset Size)

i Less than $2 million 0.47% -0.03%
S2 million to $10 million 0.48% 0.09%
$10 million to S50 million 0.33% 0.21%
S50 million to $100 million 0.62% 0.36%
$100 million to $500 million 0.58% 0.52%
More than $500 million 0.79%
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A Closer Look at CDFI Credit Unions

Group Comparisons Of CDFI Median Return on Average Assets for CDFI Credit Unions
. FY 2016

and mainstream CUs mask

important information

CDFIs Above CDFIs Below
Total ThAAA o AA

Peer Group (\ILIENN Median ROAA Median ROAA
. Number
L (Asset Size) of CDFIs ROAA
— Variation of performance Median Median
. o . ROAA ROAA
among individual CDFls — —
Less than $2 million 24 0.02% 12 1.04% 12 -0.69%
_ Facto rs that co ntribute to 52 million to $10 million 26 0.34% 13 1.17% 13 -0.47%
SUperiOI' performance Of $10 million to $50 million 76 0.41% 38 0.66% 38 0.08%
Ieadin CDF'S S50 million to $100 million 48 0.53% 24 1.00% 24 0.30%
g $100 million to $500 million 92 0.68% 46 1.00% 46 0.37%
More than $500 million 36 0.71% 18 1.05% 18 0.48%
Next Level Analysis
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A Closer Look at CDFI Credit Unions

*  Begin with three key ratios
— Loans to Shares

— Operating Expenses to
Average Assets

— Fee Income to Gross Income

e
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Median Return on Average Assets for CDFI Credit Unions

FY 2016

CDFIs Above

CDFIs Below

Peer Group T ™ \edian ROAA  Median ROAA
A Si Number ROAA
B of CDFls
Median Median
ROAA ROAA
Less than $2 million 24 0.02% 12 1.04% 12 -0.69%
52 million to $10 million 26 0.34% 13 1.17% 13 -0.47%
$10 million to $50 million 76 0.41% 38 0.66% 38 0.08%
S50 million to $100 million 48 0.53% 24 1.00% 24 0.30%
$100 million to $500 million 92 0.68% 46 1.00% 46 0.37%
More than $500 million 36 0.71% 18 1.05% 18 0.48%

Next Level Analysis




Peer Group
(Asset Size)

Less than $2 million

$2 million to $10 million
510 million to $50 million
$50 million to $100 million

5100 million to $500 million

More than $500 million

A Closer Look

Key Income Ratios for CDFI Credit Unions

FY 2016
CDFIs Above Median ROAA CDFIs Below Median ROAA

Loans-to-

Loans-to-Shares NEE
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Higher earning CDFIs tend to be
more loaned out




A Closer Look

Key Income Ratios for CDFI Credit Unions

FY 2016
CDFIs Above Median ROAA CDFIs Below Median ROAA

Peer Group

(Asset Size) oy OpEx / ’ Loans-to- OpEx /
LCanspesos Avg Assets Shares Avg Assets

Less than $2 million

$2 million to $10 million
510 million to $50 million
$50 million to $100 million

5100 million to $500 million

More than $500 million

Comparison of OpEx ratios is

mixed across peer groups
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A Closer Look

Key Income Ratios for CDFI Credit Unions

FY 2016
CDFIs Above Median ROAA CDFIs Below Median ROAA

Peer Group

(Asset Size) Loans-to-Shares OpEx / Fee Income/ Viedian ROAA  LO@Ns-to- OpEx / Fee Income/

Avg Assets Gross Income Shares Avg Assets Gross Income T REE

Less than $2 million 1.04 -0.69

$2 million to $10 million
510 million to $50 million
$50 million to $100 million

5100 million to $500 million

More than $500 million

Fee income tends to be more
important for the higher earning
group, but not enough to explain

differences in ROA
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Peer Group
(Asset Size)

Less than $2 million

$2 million to $10 million
510 million to $50 million
$50 million to $100 million
5100 million to $500 million

More than $500 million

A Closer Look

Key Income Ratios for CDFI Credit Unions

FY 2016
CDFIs Above Median ROAA

CDFIs Below Median ROAA

Fee Income/
Gross Income

OpEx /
Avg Assets

Loans-to-
Shares

Fee Income/
Gross Income

OpEx /
Avg Assets

Loans-to-Shares Median ROAA (VEGIERENOLY:

1.04 -0.69
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A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016

CDFI"A"

OpEx / Avg Fee Income/ ROAA Loans-to- OpEx / Avg Fee Income/
Assets Gross Income Shares Assets Gross Income

Asset Size
Loans-to-Shares

Greater than $100 million

e Two comparable credit unions
—  CDFI “pA”
— CDFI “B”

e Similar asset size
e Similar membership size
e Both Low Income Designated & CDFI Certified
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A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016

CDFI"A"

OpEx / Avg Fee Income/ ROAA Loans-to- OpEx / Avg Fee Income/
Assets Gross Income Shares Assets Gross Income

Asset Size
Loans-to-Shares

Greater than $100 million

e  CDFI “B” puts more of its assets to work as loans
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Asset Size

A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016

CDFI"A"

OpEx / Avg Fee Income/ ROAA Loans-to- OpEx / Avg Fee Income/

Loans-to-Shares
Assets Gross Income Shares Assets Gross Income

Greater than $100 million

100% 3.90%

e  CDFI “B” puts more of its assets to work as loans

e  CDFI “B” has slightly lower OpEx ratio
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Asset Size

A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016

CDFI"A"

OpEx / Avg Fee Income/ ROAA Loans-to- OpEx / Avg Fee Income/

Loans-to-Shares
Assets Gross Income Shares Assets Gross Income

Greater than $100 million

100% 3.90%

e  CDFI “B” puts more of its assets to work as loans

e  CDFI “B” has slightly lower OpEx ratio

e CDFI “B” is more reliant on Fee Income than CDF| “A”
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A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016

CDFI"A" CDFI"B"

Asset Size “to-
Loans-to-Shares OpEx / Avg Fee Income/ ROAA Loans-to: OpEx / Avg Fee Income/ ROAA
Assets Gross Income Shares Assets Gross Income
Greater than $100 million ?? 100% 3.90% ??

e  CDFI “B” puts more of its assets to work as loans

e  CDFI “B” has slightly lower OpEx ratio

e CDFI “B” is more reliant on Fee Income than CDF| “A”

/wv\:oh’;\as a

higher return on assets?
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A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016

CDFI"A"

OpEx / Avg Fee Income/ ROAA Loans-to- OpEx / Avg Fee Income/
Assets Gross Income Shares Assets Gross Income

Greater than $100 million ?? 100% 3.90%

Asset Size
Loans-to-Shares

e  CDFI “B” puts more of its assets to work as loans
e  CDFI “B” has slightly lower OpEx ratio

e CDFI “B” is more reliant on Fee Income than CDF| “A”

Let’s Look
a Little bit deeper...
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Lending Deeper in CDFI Target Markets

Proportion of Loan Dollars by Credit Tier
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Lending Deeper in CDFI Target Markets

Proportion of Loan Dollars by Credit Tier

65% of Maigstream CU Loans
50%

40% 65% of CDFI “A” Loans

30% l L

48% of CDFI CU Loans

20% ‘J

) | I I I I
0% .

Tier 1 (A+) Tier 2 (A) Tier 3 ( Tier4 (C) Tier 5 (D)
Credlt Tier of Borrowers

Percent of Total Loans
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Lending Deeper in CDFI Target Markets

Proportion of Loan Dollars by Credit Tier

50%

40% 65% of CDFI “A” Loans

30%
20%
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Lending Deeper in CDFI Target Markets

Proportion of Loan Dollars by Credit Tier

0,
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40% 65% of CDFI “A” Loans
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A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016
CDF| "A" CDFI"B"
Asset Size “to-
Loans-to-Shares OpEx / Avg Fee Income/ ROAA Loans-to- OpEx / Avg Fee Income/ ROAA
Assets Gross Income Shares Assets Gross Income
Greater than $100 million ?? 100% 3.90% ??

e  CDFI “B” puts more of its assets to work as loans
e  CDFI “B” has slightly lower OpEx ratio

e CDFI “B” is more reliant on Fee Income than CDF| “A”

e«  CDFI “A” lends much more deeply into its CDFI Target Market

higher return on assets?
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A Tale of Two Credit Unions

Key Income Ratios for CDFI Credit Unions

FY 2016

CDF| "A"
OpEx / Avg Fee Income/ Loans-to- OpEx / Avg Fee Income/

Assets Gross Income poa Shares Assets Gross Income

3.90%

Asset Size
Loans-to-Shares

Greater than $100 million >0.80 100%

e  CDFI “B” puts more of its assets to work as loans

e  CDFI “B” has slightly lower OpEx ratio

e CDFI “B” is more reliant on Fee Income than CDFI “A”

CDFI “A” lends much more deeply into its CDFI Target Market

e  CDFI “A” earned more than twice the return on average assets
than CDFI “B”
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A Business Model for CDFI Credit Unions

Lending deeply

Porcent of Total Loans

Current FICO ! Ar
Ar Tho+ & 33,806,855 BN
A G90-739 | $ DG

B Ghobly | & 1057191 ¢

C 630659 | & 410,286 €

D Goobag | & a8

on of Loan Dallars by Credit Tier

Lending profitably

Median Return on Average Assets
FY 2016

Peer Group

(Asset Size) CDFls Non CDFls
Less than $2 million 0.02% 0.09%
$2 million to $10 million 0.34% 0.14%
$10 million to $50 million 0.41% 0.27%
S50 million to $100 million 0.53% 0.37%
$100 million to $500 million 0.68% 0.49%
More than $500 million 0.75%

Original FICO Grades
A e B (.
43282 & 46N 8 4550 8

L5 8 S5 8 Bgfe s

gboyoby & 205a7a01 FEESOCCEIE R

gandsy & saaller 8 2547064 U8

s & 1506a2 8 2480051 8

1,006,861 & 3,080364

47458

158714

Dulags

35,812

CDFI Credit Unions

1.  Fulfill the historic credit union mission of serving
people of modest means

2. Focus on markets that offer the highest potential
for credit union growth and financial returns

3. Use the best available tools to build the financial

health and capability of our members




Questions?
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