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Independent Accountants’ Report

Board of Directors and Supervisory Committee
Purdue Employees Federal Credit Union
West Lafayette, Indiana

We have audited the accompanying consolidated balance sheets of Purdue Employees Federal Credit
Union (Credit Union) as of December 31, 2009 and 2008, and the related consolidated statements of
income, changes in members’ equity and cash flows for the vears then ended. These financial
statements are the responsibility of the Credit Union's management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Purdue Employees Federal Credit Union as of December 31, 2009
and 2008, and the results of its operations and its cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America.

BKD LLP

Indianapolis, Indiana
March 3, 2010

Praﬂ;g‘;—

-
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Purdue Employees Federal Credit Union

Consolidated Balance Sheets
December 31, 2009 and 2008

Assets

Cash and due from banks

Interest-bearing demand deposits
Cash and cash equivalents

Interest-bearing deposits

Trading securities

Corporate credit union member shares and paid-in capital

Available-for-sale securities
Loans held for sale

Loans, net of allowance for loan losses of $2,384,241 and $1,872,549

at December 31, 2009 and 2008
Premises and equipment

National Credit Union Share Insurance Fund (NCUSIF) deposit

Federal Home Loan Bank stock, at cost
Interest receivable
Other

Total assets

Liabilities
Members' deposits
Other liabilities
Totadl liabilities
Members’ Equity

Regular reserve

Undivided earnings

Accumulated other comprehensive income
Total members' equity

Total liabilities and members’ equity

See Notes to Consolidated Financial Statements

2009 2008
$ 6,009,593 6,197,754
35,108,218 28,161,688
41,117,811 34,359,442
10,309,000 4,700,000
- 1,891,631
- 2,128,678
36,858,069 12,186,951
2,358,402 7,661,969
469,942,360 439,223,709
12,484,440 13,760,290
4,819,097 3,901,002
2,419,000 2,023,100
1,603,135 1,563,746
4,444,452 4,395,700
$ 586,355,766 527,796,218
$ 535,314,667 480,033,815
4,298,223 3,343,557
539,612,890 483,377,372
7,502,640 7,502,640
39,078,586 36,781,609
161,650 134,597
46,742,876 44,418,846
$ 586,355,766 527,796,218




Purdue Employees Federal Credit Union

Consolidated Statements of Income
Years Ended December 31, 2009 and 2008

2009 2008
Interest income
Loans $ 27,311,859 $ 27,066,779
Securities 737,021 663,474
Interest-earning deposits with other financial institutions 232,215 522,556
28,281,095 28,252,809
Interest Expense
Members' deposits 8,389,789 10,315,318
Short-term borrowings 1,310 581,679
Total interest expense 8,391,099 10,896,997
Net Interest Income 19,889,996 17,355,812
Provision for Loan L osses 2,150,000 1,779,800
Net Interest Income After Provision for Loan L osses 17,739,996 15,576,012
Other Income
Customer service fees 7,251,381 6,623,778
Income (loss) from trading securities 284,754 (407,059)
Net gains on loan sales 2,151,727 962,112
Loss on corporate credit union member shares and paid-in capital (2,128,678) -
Gain on sales of securities 30,213 17,690
Other 190,379 491,577
7,779,776 7,688,098
Other Expenses
Salaries and employee benefits 9,645,088 8,560,621
Net occupancy expense 1,732,268 1,598,827
Office operations and equipment expense 4,355,637 4,427,663
Loan servicing 2,896,303 2,625,323
ATM and debit card expense 1,625,572 1,289,501
NCUSIF premium expense 722,864 -
Advertising and marketing expense 1,299,559 1,651,282
Other 945,504 906,603
Total noninterest expense 23,222,795 21,059,820
Net Income $ 2,296,977 $ 2,204,290

See Notes to Consolidated Financial Statements 3



Purdue Employees Federal Credit Union

Consolidated Statements of Changes in Members’ Equity
Years Ended December 31, 2009 and 2008

Accumulated

Other
Comprehensive
Regular Undivided Income
Reserve Earnings (Loss) Total
Balance, January 1, 2008 $ 7,502,640 $ 34,577,319 $ (93611) $ 41,986,348
Net income 2,204,290 2,204,290
Change in unrealized gains on
available-for-sale securities, net of
reclassification adjustment of $17,690 228,208 228,208
Comprehensive income 2,432,498
Balance, December 31, 2008 7,502,640 36,781,609 134,597 44,418,846

Comprehensive income
Net income 2,296,977 2,296,977
Change in unrealized gains on
avail able-for-sale securities, net of

reclassification adjustment of $30,213 27,053 27,053
Comprehensive income 2,324,030
Balance, December 31, 2009 $ 7,502,640 $ 39,078,586 $ 161,650 $ 46,742,876

See Notes to Consolidated Financial Statements 4



Purdue Employees Federal Credit Union

Consolidated Statements of Cash Flows
Years Ended December 31, 2009 and 2008

Operating Activities
Net income
Items not requiring (providing) cash
Depreciation and amortization
Provision for loan losses
Accretion and amortization
Gain on sale of available-for-sale securities
Gain on sale of loans
Losson the sale of fixed assets
Proceeds from sales of loans held for sale
Originations of loans held for sale
Loss on membership shares and paid-in capital
Changesin
Trading securities
Interest receivable
Other assets
Interest payable and other liabilities
Net cash provided by operating activities

Investing Activities

Proceeds from maturities of available-for-sale securities

Proceeds from sales of available-for-sale securities

Net change in interest-bearing time deposits

Net change in loans

Purchase of available-for-sale securities

Purchase of premises and equipment

Purchase of FHLB stock

Net change in NCUSIF deposit

Net change in corporate credit union paid-in capital
Net cash used in investing activities

Financing Activities
Net change in members' deposits
Net decrease in short-term borrowings
Net cash provided by (used in) financing activities
Increasein Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Y ear

Cash and Cash Equivalents, End of Year

Supplemental Cash Flows Information
Interest paid
Transfer of securities from trading to available-for-sale

See Notes to Consolidated Financial Statements

2009 2008
2,296,977 $ 2204290
1,776,744 1,753,518
2,150,000 1,779,800

268,294 (11,621)

(30,213) (17,690)
(2,151,727) (962,112)
3,258 4,680

159,453,394 154,147,606

(151,879,678) (66,381,461)
2,128,678 -

(284,754) 407,059
(39,389) 1,168,133
(167,178) (376,810)
954,669 (4,075,997)
14,479,075 89,639,395
9,535,779 7,464,716
3,000,000 2,015,079
(5,609,000) (3,700,000)
(32,868,651) (51,469,321)
(35,241,539) (5,102,861)
(504,152) (1,708,306)
(395,900) -
(918,095) (301,303)
- (628,678)
(63,001,558) (53,430,674)
55,280,852 57,964,867
- (66,430,000)
55,280,852 (8,465,133)
6,758,369 27,743,588
34,359,442 6,615,854
41,117,811 $ 34359442
8,391,099 $ 10,976,402
2,176,385 -



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Note 1. Nature of Operations and Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of Purdue Employees Federal Credit
Union (Credit Union), and its wholly owned credit union service organization, CU Channels, LLC
(CUSO). All significant intercompany accounts and transactions have been eliminated in
consolidation.

Nature of Operations

Purdue Employees Federal Credit Union (Credit Union) is afederally chartered credit union with
locations in Lafayette and West Lafayette, Indiana. The Credit Union offers a broad range of
financial servicesto its members. The Credit Union’s primary services include accepting
members deposits and making loans. The Credit Union grants loans to members who are
primarily individuas (including family members) employed at or attending Purdue University
campuses. The mgjority of itsloans are collateralized by specific items, including consumer assets,
residential real estate and member share balances. Additional servicesinclude financial planning,
investment, trust and insurance services to Credit Union members through PEFCU Trust and
Financia Services, athird-party provider. The CUSO provides services to nonmember Credit
Unions, primarily first mortgage loan origination and servicing for other credit unions. The CUSO
isa14% owner of Passageways LLC, a software development company providing portal solutions
to credit unions.

Use of Estimates

To prepare financial statements in conformity with accounting principles generally accepted in the
United States of America, management makes estimates and assumptions based on available
information. These estimates and assumptions affect the amounts reported and disclosed in the
financial statements, and future results could differ from those estimates. The collectibility of
loans, valuation and amortization of loan-servicing rights and fair values of financial instruments
are particularly subject to change.

Cash Equivalents

The Credit Union considers all liquid investments with original maturities of three months or less
to be cash equivalents.

The credit unions holding the Credit Union’s cash accounts are participating in the NCUA’s
Temporary Corporate Credit Union Share Guarantee Program (TCCUSGP). Under this program,
through December 31, 2011, al accounts are fully guaranteed for the entire amount in the account.

The Credit Union’s cash accounts exceeded the insured limits by approximately $15,695,000. This
entire amount of uninsured funds is held with the Federal Reserve Bank and Federal Home Loan
Bank, which is not federally insured.



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Trading Activities

The Credit Union has transferred trading securities to available-for-sale as of November 30, 2009.
The investments were recorded at fair value with changesin fair value included in earnings up until
the transfer at November 30, 2009. Total security gains (losses) recognized in the income
statement before the transfer were approximately $285,000 and $(407,000) for 2009 and 2008,
respectively.

Securities

Available-for-sale securities, which include any federal agencies, mortgage-backed, mutual funds
and an annuity contract for which the Credit Union has no immediate plan to sell but which may be
sold in the future, are carried at fair value. Unrealized gains and |osses are recorded in other
comprehensive income.

Amortization of premiums and accretion of discounts are recorded as interest income from
securities. Realized gains and losses are recorded as net security gains (losses). Gains and losses
on sales of securities are determined on the specific-identification method.

Corporate Credit Union Member Shares and Paid-in Capital

Corporate credit union member shares and paid-in capital consists of the following at
December 31, 2009 and 2008:

2009 2008
Members United paid-in capital $ - $ 1,500,000
WesCorp member shares - 628,678
$ - $ 2,128,678

The Corporate Credit Union shares and paid-in capital were impaired during 2009 due to losses
incurred by Members United and WesCorp and the subsequent actions taken by the NCUA. The
Credit Union recorded aloss of $2,128,678 related to the write down of the shares and paid-in
capital.

Federal Home Loan Bank (FHLB) Stock

FHLB stock is arequired investment based upon predetermined formulas and is carried at cost.
The FHLB stock may only be sold to the FHLB at par value.

Loans Held for Sale

Mortgage and student loans originated and intended for sale in the secondary market are carried at
the lower of cost or fair value in the aggregate. Net unrealized losses, if any, are recognized
through a valuation allowance by chargesto income. Loans sold in the secondary market are
primarily sold with the servicing of the loans being retained.



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Loans

Loans that management has the intent and ability to hold for the foreseeabl e future or until maturity
or payoff are stated at the unpaid principal balances, plus net deferred loan origination costs, less
an allowance for loan | osses.

Interest income is reported on the interest method and includes amortization of net deferred loan
fees and costs over the loan term. Interest income on loans is discontinued if management believes
collection of interest is doubtful. All interest accrued but not received for loans placed on
nonaccrual are reversed against interest income. Interest received on such loans is accounted for
on the cash-basis or cost-recovery method, until qualifying for return to accrual. Loansare
returned to accrual status when al the principal and interest amounts contractually due are brought
current, and future payments are reasonably assured.

Allowance for Loan Losses

The alowance for loan losses is a valuation allowance for probable incurred credit losses. Loan
losses are charged against the allowance when management believes the uncollectibility of aloan
balance is confirmed. Subsequent recoveries, if any, are credited to the allowance. Management
estimates the allowance balance required based on past |oan loss experience, known and inherent
risks in the portfolio, information about specific borrower situations and estimated collateral
values, economic conditions and other factors. This evaluation isinherently subjective asit
requires estimates that are susceptible to significant revision as more information becomes
available. Allocations of the allowance may be made for specific loans, but the entire allowanceis
available for any loan that, in management’ s judgment, should be charged-off.

Loans are considered impaired if full principal or interest payments are not anticipated. Loans
considered impaired are reduced to the present value of expected future cash flows or to the fair
value of the collateral, by allocating a portion of the allowance for loan losses to such loans. |If
these all ocations cause the allowance for loan losses to require an increase, such increaseis
reported as a provision for loan losses. Larger-balance mortgage loans are evaluated individually
for impairment. All other loans are considered smaller-balance homogeneous loans and are
evaluated for impairment in total. Loans are individually evaluated for impairment when payments
are delayed, typically for 90 days or more.

Premises and Equipment

Premises and equipment are recorded at cost less accumulated depreciation. Depreciation is
computed on the straight-line method over the estimated useful lives of the related assets. These
assets are reviewed for impairment when events indicate the carrying amount may not be
recoverable. Leasehold improvements are amortized over the shorter of the estimated useful lives
of the related assets or the lease term.



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

NCUSIF Deposit

The deposit in the National Credit Union Share Insurance Fund (NCUSIF) is required by NCUA
regulations in an amount equal to 1 percent of the Credit Union’sinsured shares. The deposit
would be refunded to the Credit Union if itsinsurance coverage is terminated, it convertsto
insurance coverage from another source, or the operations of the fund are transferred from the
NCUA Board.

NCUSIF Insurance Premiums

A credit union isrequired to pay an annua insurance premium equal to one-twelfth of one percent
of itstotal insured shares, unless the payment iswaived or reduced by the NCUA Board. The
Credit Union paid $723,000 in share insurance premiumsin 2009. The NCUA Board waived the
2008 insurance premium.

Foreclosed Assets

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at
fair value less cost to sell at the date of foreclosure, establishing a new cost basis. Subsequent to
foreclosure, valuations are periodically performed by management and the assets are carried at the
lower of carrying amount or fair value less cost to sell. Revenue and expenses from operations and
changesin the valuation allowance are included in net income or expense from foreclosed assets.

Loan-Servicing Rights

Loan-servicing rights represent the fair value of retained servicing rights on loans sold. The
capitalized value of loan-servicing rightsisincluded in other assets on the consolidated balance
sheets and is amortized in proportion to, and over the period of, estimated net servicing revenues.
Fair value is based on market prices for comparable mortgage-servicing contracts, when available,
or dternatively, is based on avaluation model that calculates the present value of estimated future
net servicing income. The valuation model incorporates assumptions that market participants
would use in estimating future net servicing income, such as the cost to service, the discount rate,
the custodial earnings rate, an inflation rate, ancillary income, prepayment speeds and default rates
and losses. The Credit Union compares the valuation model inputs and results to published
industry datain order to validate the model results and assumptions. All classes of servicing assets
are subsequently measured using the amortization method which requires servicing rights to be
amortized into noninterest income in proportion to, and over the period of, the estimated future net
servicing income of the underlying loans.

Impairment of mortgage-servicing rights is assessed based on the fair value of those rights as
compared to the carrying amount. For purposes of measuring impairment, servicing rights are
stratified based on predominant risk characteristics, including loan type, term, age and note rate.
Impairment represents the amount by which the amortized cost of an individual stratum exceeds its
fair value, and is recognized through a valuation allowance. Amortization and impairment
adjustments are recorded with net |oan servicing fee income.



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Members' Deposits

Members deposits are subordinated to all other liabilities of the Credit Union upon liquidation.
Interest on members' deposits is based on available earnings and is not guaranteed by the Credit
Union. Interest rates on members' deposits are set by the board of directors, based on an evaluation
of anumber of factors, including market conditions.

Members' Equity

The Credit Union isrequired by regulation to maintain a statutory reserve. This reserve, which
represents aregulatory restriction of retained earnings, is not available for the payment of interest
to members.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income or loss. Other
comprehensive income or loss includes unrealized gains and |losses on securities available for sale,
which is recognized as a separate component of members’ equity.

Income Taxes

The Credit Union is exempt by statute from federal and state income taxes.

Current Economic Conditions

The current protracted economic decline continues to present financial institutions with difficult
circumstances and challenges, which in some cases have resulted in large and unanticipated
declinesin the fair values of investments and other assets, constraints on liquidity and capital and
significant credit quality problems, including severe volatility in the valuation of real estate and
other collateral supporting loans.

At December 31, 2009, the Credit Union held $57,786,000 in commercial real estate and related
loans. Due to national, state and local economic conditions, values for commercial and
development real estate may have declined significantly, and the market for these propertiesis
depressed.

The accompanying consolidated financial statements have been prepared using values and
information currently available to the Credit Union.

Given the volatility of current economic conditions, the values of assets and liabilities recorded in
the consolidated financial statements could change rapidly, resulting in material future adjustments
in asset values, the allowance for loan losses and capital that could negatively impact the Credit
Union’ s ability to meet regulatory capital requirements and maintain sufficient liquidity.

10



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Reclassifications

Certain reclassifications have been made to the 2008 financia statements to conform to the 2009
financial statement presentation. These reclassifications had no effect on net income.

Note 2: Securities

The amortized cost and approximate fair values of securities are asfollows:

Federal agencies
Mortgage-backed securities
Mutual funds

Annuity contract

Total investment securities

Mortgage-backed securities

2009
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 19,756,061 $ 45,260 $ (29,861) 19,771,460
14,763,973 189,897 (52,952) 14,900,918
1,194,277 4,782 (269) 1,198,790
982,108 4,793 - 986,901
$ 36,696,419 $ 244,732 $ (83,082) 36,858,069
2008
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 12,052,354 $ 140,410 $ (5,813) 12,186,951

11



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

The amortized cost and fair value of available-for-sale securities at December 31, 2009, by
contractual maturity, are shown below. Expected maturities will differ from contractual maturities
because issuers may have the right to call or prepay obligations with or without call or prepayment
penalties.

Available-for-Sale

Amortized Fair
Cost Value

Within one year $ 1,033,421 $ 1,040,554
Oneto five years 18,722,640 18,730,906
19,756,061 19,771,460

M ortgage-backed securities 14,763,973 14,900,918
Mutual funds 1,194,277 1,198,790
Annuity contract 982,108 986,901
Totals $ 36,696,419 $ 36,858,069

Gross gains of $30,213 resulting from sales of available-for-sale securities were realized for 2009.
There were no gains or losses realized from maturities or calls of available-for-sale securitiesin
2009 and 2008. Securitiesin the amount of $3,000,000 were sold in 2009. No securities were sold
during 2008.

The mutual fund and annuity contract were transferred from trading securities on November 30,
2009. A gain of $285,000 was recognized on the income statement before the securities were
transferred. A total net unrealized gain of $9,000 was recognized through other comprehensive
income subsequent to the transfer.

Certain investments in debt securities are reported in the financial statements at an amount less than
their historical cost. Total fair value of these investments at December 31, 2009 and 2008 was
$13,518,000 and $2,846,000, which is approximately 55% and 23%, respectively, of the Credit
Union’s available-for-sale investment portfolio. These declines primarily resulted from changesin
market interest rates.

Based on evaluation of available evidence, including recent changes in market interest rates, credit
rating information and information obtained from regulatory filings, management believes the
declinesin fair value for these securities are temporary.

Should the impairment of any of these securities become other-than-temporary, the cost basis of the
investment will be reduced and the resulting loss recognized in net income in the period the other-
than-temporary impairment is identified.

12



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

The following tables show the Credit Union’sinvestments' gross unrealized |osses and fair value,
aggregated by investment category and length of time that individual securities have beenin a
continuous unrealized loss position at December 31, 2009 and 2008:

2009
Less Than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses
Federal agencies $ 6974465 $ (29,861 $ - $ - $ 6974465 $  (29,861)
Mortgage-backed securities 6,004,812 (52,946) 74,874 (6) 6,079,686 (52,952)
Mutual funds 464,348 (269) - 464,348 (269)
Total investment
securities $ 13443625 $ (83,076) $ 74874  $ (6) $ 13518499 $ (83,082
2008
Less Than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses
Mortgage-backed securities $ 1887231 % (135) $ 959,018 $ (5678) $ 2846249 $ (5,813)
Note 3: Loans
2009 2008
Consumer $ 62,039,817 $ 65,675,802
Real estate 258,729,230 236,644,426
Home equity 42,894,227 40,000,068
Visa 44,030,007 38,215,926
Lines of credit 1,366,917 1,422,739
Commercial loans 61,788,279 57,649,062
470,848,477 439,608,023
Net deferred loan origination costs 1,478,124 1,488,235
Allowance for loan losses (2,384,241) (1,872,549)

$ 469,942,360

$ 439,223,709

In the normal course of business, the Credit Union makes loans to directors, supervisory committee
members and executive officers. The aggregate dollar amount of these loans amounted to
$3,213,000 and $3,174,000 at December 31, 2009 and 2008.

13



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Activity in the allowance for loan losses was as follows:

2009 2008
Balance, beginning of year $ 1,872,549 $ 1,429,711
Provision for loan losses 2,150,000 1,779,800
L oans charged-off (2,022,352) (1,662,549)
Recoveries of loans previously charged-off 384,044 325,587
Balance, end of year $ 2,384,241 $ 1,872,549

There were no loans individually classified asimpaired during 2009 and 2008, respectively.

There were no accruing loans delinquent 90 days or more at December 31, 2009 and 2008.
Nonaccruing loans at December 31, 2009 and 2008 were $2,127,000 and $1,145,000, respectively.

Note 4. Premises and Equipment

2009 2008
Land $ 2,358,000 $ 2,358,090
Buildings 12,795,742 12,691,434
Furniture, fixtures and equipment 14,420,207 14,244,357
Leasehold improvements 352,195 597,079
29,926,234 29,890,960
Less accumulated depreciation (17,441,794) (16,130,670)

$ 12,484,440 $ 13,760,290

Note 5: Loan-Servicing Rights

Mortgage loans serviced for others are not included in the accompanying consolidated balance
sheets. The unpaid principal balance of mortgage loans serviced for others was $222,123,000 and
$118,257,000 at December 31, 2009 and 2008, respectively.

Custodial escrow balances maintained in connection with the loan servicing, and included in
demand deposits, were approximately $1,059,000 and $816,000 at December 31, 2009 and 2008,
respectively.

14



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Activity in the balance of mortgage-servicing rights was as follows:

2009 2008
Amortized cost
Balance at January 1 $ 746,938 $ 679,911
Additions 1,194,783 334,114
Amortization (504,687) (267,087)
Balance at December 31 $ 1,437,034 $ 746,938

The fair value of loan-servicing rights was approximately $1,500,000 and $1,100,000 at
December 31, 2009 and 2008. There was no valuation allowance established at December 31,
2009 and 2008.

Note 6: Members’ Deposits

2009 2008
Checking $ 94,789,795 $ 84,872,217
Regular and IRA savings accounts 115,039,086 99,031,725
Money market accounts 148,480,569 109,486,162
Share and IRA certificate accounts 177,005,217 186,643,711

$ 535,314,667 $ 480,033,815

Individual share certificates of $100,000 or more were approximately $69,867,000 and
$65,827,000 at December 31, 2009 and 2008.

At December 31, 2009, scheduled maturities of certificates for the next five years were as follows:

2010 $ 108,261,104
2011 40,764,784
2012 17,142,997
2013 7,345,245
2014 3,491,087

3 177005217

Deposits from related parties held by the Credit Union at December 31, 2009 and 2008 totaled
$1,552,000 and $1,937,000, respectively.

15



Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Note 7: Borrowings

The Credit Union has $100,000,000 of line of credit and advance borrowing capacity agreement
with the Federal Home Loan Bank. Additionally, the Credit Union has a borrowing capacity of
$150,000,000 under aline of credit from Members United providing adequate collatera is
available. Theterms of the related security agreement allow Members United the right to perfect
an interest in Credit Union assets at anytime with an exception of assets currently pledged
elsawhere. At December 31, 2009 and 2008, the Credit Union has $168,265,000 and $159,605,000
of mortgage loans pledged to FHLB. Asof December 31, 2009 and 2008, there were no amounts
outstanding on either line of credit.

Note 8: Retirement Plans

The Credit Union maintains a defined-contribution pension plan (401(k) Plan and Trust) covering
substantialy all employees who meet certain age and service requirements. The Credit Union’s
contribution and expense for the pension plan is adiscretionary amount approved by the Board of
Directors. The 2009 and 2008 contribution was 11% (reduced by forfeitures) of annual wages for
eligible employees and was approximately $679,000 and $558,000 in 2009 and 2008.

Note 9: Disclosures About Fair Value of Assets and Liabilities

ASC Topic 820, Fair Value Measurements, defines fair value as the price that would be received to
sell an asset or paid to transfer aliability in an orderly transaction between market participants at
the measurement date. Topic 820 also specifies afair value hierarchy which requires an entity to
maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value. The standard describes three levels of inputs that may be used to measure
fair value:

Level 1  Quoted pricesin active markets for identical assets or liabilities

Level 2  Observable inputs other than Level 1 prices, such as quoted prices for similar assets
or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the
full term of the assets or liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities
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Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Following is a description of the valuation methodol ogies used for assets and liabilities measured at
fair value on arecurring basis and recognized in the accompanying consolidated balance sheets, as
well asthe genera classification of such assets and liabilities pursuant to the valuation hierarchy.

Trading and Available-for-Sale Securities

Where quoted market prices are available in an active market, securities are classified within
Level 1 of thevaluation hierarchy. Level 1 securitiesinclude mutual funds. If quoted market
prices are not available, then fair values are estimated by using pricing models and quoted prices of
securities with similar characteristics. The fair value measurements consider observable data, that
may include dealer quotes, market spreads, cash flows, the U.S. Treasury yield curve, live trading
levels, trade execution data, market consensus prepayment speeds, credit information and the
bond’ sterms and conditions. Pricing models typically include a technique known as matrix
pricing, which is amathematical technique used in the banking industry to value investment
securities without relying exclusively on quoted prices for specific investments securities, but
rather, relying on the investment securities’ relationship to other benchmark quoted investment
securities. Level 2 securitiesinclude all federal agencies, mortgage-backed securities and an
annuity contract. In certain cases where Level 1 or Level 2 inputs are not available, securities are
classified within Level 3 of the hierarchy. No securities are classified within Level 3. The Credit
Union obtains all fair value measurements from an independent pricing service.

The following tables present the fair value measurements of assets and liabilities recognized in the
accompanying consolidated bal ance sheets measured at fair value on arecurring basis and the level
within the fair value hierarchy in which the fair value measurements fall at December 31, 2009 and
2008:

2009
Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Federal agencies $ 19,771,460 % - $ 19,771,460 $ -
M ortgage-backed securities 14,900,918 - 14,900,918 -
Mutual funds 1,198,790 1,198,790 - -
Annuity contract 986,901 - 986,901 -

$ 36,858,069 $ 1,198,790 $ 35659279 % -
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Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

2008
Fair Value Measurements Using

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Trading - mutual funds $ 931631 3 931,631 % -8 -
Available-for-sale -
mortgage-backed securities 12,186,951 - 12,186,951 -

$ 13,118,582 $ 931,631 $ 12,186,951 $ -

The following table presents the fair value measurement of assets and liabilities measured at fair
value on a honrecurring basis and the level within the fair value hierarchy in which the fair value
measurements fall at December 31, 2009:

Other Real Estate Owned

Thefair value of real estate is generally determined based on appraisals by qualified licensed
appraisers. The appraiserstypically determine the value of the real estate by utilizing an income or
market valuation approach. If an appraisal is not available, the fair value may be determined by
using a cash flow analysis.

2009
Fair Value Measurements Using
Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Fair Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Other real estate owned $ 568038 $ - % - $ 568,038
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Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

The following methods were used to estimate the fair value of all other financial instruments
recognized in the accompanying consolidated balance sheets at amounts other than fair value.

Cash and Cash Equivalents, Interest-bearing Deposits, Corporate Credit Union
Member Shares and Paid-in Capital and Federal Home Loan Bank Stock

The carrying amount approximates fair value.

Loans
Thefair value of loansis estimated by discounting the future cash flows using the current rates at
which similar loans would be made to borrowers with similar credit ratings and for the same

remaining maturities. Loans with similar characteristics were aggregated for purposes of the
calculations. The carrying amount of accrued interest approximatesits fair value.

Loans Held for Sale
Fair value of loans held for sale are based on quoted market prices, where available, or are

determined by discounting estimated cash flows using interest rates approximating the Credit
Union’s current origination rates for similar loans and adjusted to reflect the inherent credit risk.

NCUSIF Deposit and Other Investments

The fair value of the NCUSIF deposit approximates the carrying value.

Interest Receivable

The fair value of interest receivable approximates the carrying value.

Members’ Deposits

Deposits include demand deposits, savings accounts, certain money market deposits and time
deposits. The carrying amount approximates fair value. The fair value of fixed-maturity time
depositsis estimated using a discounted cash flow calculation that applies the rates currently
offered for deposits of similar remaining maturities.
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Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

The following table shows the approximate carrying amount and fair value of financia instruments
held by the Credit Union at December 31.:

2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial Assets
Cash and cash equivalents $ 41,117,811 $ 41,117,811 $ 34,359,442 $ 34,359,442
Interest-bearing balances
with financial institutions 10,309,000 10,309,000 4,700,000 4,700,000
Corporate credit union member
shares and paid-in capital - - 2,128,678 2,128,678
Trading securities - - 1,891,631 1,891,631
Securities available for sale 36,858,609 36,858,609 12,186,951 12,186,951
FHLB stock 2,419,000 2,419,000 2,023,100 2,023,100
Loans held for sale 2,358,402 2,358,402 7,661,969 7,661,969
Loans, net 469,942,360 488,693,302 439,221,866 453,522,190
NCUSIF deposit 4,819,097 4,819,097 3,901,002 3,901,002
Interest receivable 1,603,135 1,603,135 1,536,746 1,563,746
Financial Liabilities
Members' share accounts 535,314,667 536,902,471 480,033,815 483,498,233

Note 10: Commitments and Contingent Liabilities

In the normal course of business, there are outstanding commitments and contingent liabilities,
such as commitments to extend credit, which are not included in the accompanying consolidated
financial statements. The Credit Union’s exposure to credit loss in the event of nonperformance by
the other party to the financial instruments for commitments to extend credit is represented by the
contractual or notional amount of those instruments. The Credit Union uses the same credit
policies in making such commitments as it does for instruments that are included in the
consolidated balance sheets.

Financial instruments whose contract amount represents credit risk as of December 31 were as
follows:

2009 2008

Commitments to extend credit $ 215,780,000 $ 218,514,000
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Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

The Credit Union has entered into noncancel able operating lease and other agreements. The leases

are for office space.

Future minimum commitments at year-end 2009 for al noncancelable |ease and other agreements

are summarized as follows:

2010 1,297,515
2011 1,161,992
2012 1,045,281
2013 522,320
2014 2,420

4,029,528

The amount expensed for 2009 and 2008 related to the lease and other agreements was $1,381,000
and $1,342,000, respectively.

In the normal course of business, the Credit Union is subject to various legal actions. Management
believes that the results of these legal actions will not have a material adverse effect on the Credit
Union's financial position.

Note 11: Regulatory Capital

Credit unions are subject to regulatory capital requirements prescribed by afederal regulatory
agency. There arefive classifications based on the combined result of quarterly net worth and risk-
based net worth requirements. well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized, and critically undercapitalized, although these terms are not used to
represent overall financia condition. The net worth requirement is based on net worth to total
assets. The risk-based net worth requirement requires net worth to exceed the sum of various asset
categories timesrisk factors for each category, and must be met (if this requirement exceeds 6%) to
be classified as well or adequately capitalized. If classified as adequately capitalized, net worth
and the regular reserve account must increase quarterly by .1% of assets. If undercapitalized, a net
worth restoration plan must also be filed and asset growth and business lending are restricted.
Additional regulatory actions may be taken at lower capital classifications such as restriction on
interest, required merger or liquidation. The Credit Union’s current capital classification iswell
capitalized. There are no conditions or events since that notification that management believes
have changed the Credit Union’s category.
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Purdue Employees Federal Credit Union

Notes to Consolidated Financial Statements
December 31, 2009 and 2008

Actual and required capital amounts (in millions) and ratios as of December 31 are presented

below.
Minimum
Required to be Risk-Based
Actual Well Capitalized Requirement

Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2009
Net worth to total assets $ 466 82% $ 397 7.0% $ - -
Risk-based net worth 46.6 8.2% - - 37.1 6.5%

As of December 31, 2008
Net worth to total assets $ 442 86% $ 36.0 7.0% $ - -
Risk-based net worth 44.2 8.6% - - 335 6.5%
Note 12: Subsequent Events

Subsequent events have been evaluated through March 3, 2010, which is the date the consolidated
financial statements were available to be issued.
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201 N. lllinois Street, Suite 700
PO. Box 44998
LLP Indianapolis, IN 46244-0998

CPAs & Advisors 3173834000 Fax 317.3834200 www.bkd.com

Independent Accountants’ Report on Supplementary Data

Board of Directors and Supervisory Committee
Purdue Employees Federal Credit Union
West Lafayette, Indiana

Our audits were conducted for the purpose of forming an opinion on the basic consolidated financial
statements taken as a whole. The accompanying supplementary consolidating information is
presented for purposes of additional analysis of the basic consolidated financial statements rather than
to present the financial position and results of operations of the individual companies, and is not a
required part of the basic consolidated financial statements. The consolidating information has been
subjected to the procedures applied in the audits of the basic consolidated financial statements and, in
our opinion, is fairly stated, in all material respects, in relation to the basic consolidated financial
statements taken as a whole.

BKDJLLP

Indianapolis, Indiana
March 3. 2010

Praxity.:

experience BKID



Purdue Employees Federal Credit Union

Consolidating Schedule - Balance Sheet Information
December 31, 2009

Assets

Cash and due from banks
Interest-bearing demand deposits
Cash and cash equivaents
Interest-bearing deposits
Available-for-sale securities
Loans held for sale
Loans, net of allowance for loan losses of
$2,384,241 at December 31, 2009
Premises and equipment
National Credit Union Share Insurance Fund
(NCUSIF) deposit
Federal Home Loan Bank stock, at cost
Interest receivable
Other

Total assets

Liabilities
Members' deposits
Interest payable and other liabilities
Total liabilities

Members’ Equity
Regular reserve
Undivided earnings
Accumulated other comprehensive income
Total members' equity

Total liabilities and members' equity

Purdue
Employees
Federal CU Channels, Consolidating
Credit Union LLC Eliminations Totals

$ 6,009,593 383,808 $ (383,808 $ 6,009,593
35,108,218 - - 35,108,218
41,117,811 383,808 (383,808) 41,117,811
10,309,000 - - 10,309,000
36,858,069 - - 36,858,069
2,239,980 118,422 - 2,358,402
469,942,360 - - 469,942,360
12,484,440 - - 12,484,440
4,819,097 - - 4,819,097
2,419,000 - - 2,419,000
1,603,135 - - 1,603,135
4,793,513 239,368 (588,429) 4,444,452
$ 586,586,405 741,598 $ (972,237)  $ 586,355,766
$ 535,698,475 - $ (383,808 $ 535,314,667
4,145,054 216,435 (63,266) 4,298,223
539,843,529 216,435 (447,074) 539,612,890
7,502,640 - - 7,502,640
39,078,586 525,163 (525,163) 39,078,586
161,650 - - 161,650
46,742,876 525,163 (525,163) 46,742,876

$ 586,586,405 741,598 $ (972,237) % 586,355,766
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Purdue Employees Federal Credit Union

Consolidating Schedule - Statement of Income Information
Year Ended December 31, 2009

Interest Income
Loans
Securities
Interest-earning deposits with other
financial ingtitutions

Interest Expense
Members' deposits
Short-term borrowings
Total interest expense

Net Interest Income

Provision for Loan L osses

Net Interest Income After Provision
for Loan L osses

Other Income
Customer service fees

Income from trading securities

Net gains on loan sales

Loss on corporate credit union member
shares and paid-in capital

Gain on sales of securities

Other

Other Expenses
Salaries and employee benefits
Net occupancy expense
Office operations and equipment expense
Loan servicing
ATM and debit card expense
NCUSIF premium expense
Advertising and marketing expense
Other
Total noninterest expense

Net Income

Purdue
Employees
Federal CU Channels, Consolidating
Credit Union LLC Eliminations Totals
$ 27,311,859 - - $ 27,311,859
737,021 - - 737,021
232,215 51 (51) 232,215
28,281,095 51 (51) 28,281,095
8,389,840 - (51) 8,389,789
1,310 - - 1,310
8,391,150 - (51) 8,391,099
19,889,945 51 - 19,889,996
2,150,000 - - 2,150,000
17,739,945 51 - 17,739,996
7,620,269 195,585 (564,473) 7,251,381
284,754 - - 284,754
2,071,443 80,284 - 2,151,727
(2,128,678) - - (2,128,678)
30,213 - - 30,213
175,594 79,771 (64,986) 190,379
8,053,595 355,640 (629,459) 7,779,776
9,998,407 211,154 (564,473) 9,645,088
1,723,821 11,476 (3,029) 1,732,268
4,322,668 32,969 - 4,355,637
2,880,246 16,057 - 2,896,303
1,625,572 - - 1,625,572
722,864 - - 722,864
1,278,486 21,073 - 1,299,559
944,499 1,005 - 945,504
23,496,563 293,734 (567,502) 23,222,795
$ 2,296,977 61,957 (61,957) $ 2,296,977
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