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  On behalf of your Board of Directors, it is with 
great pleasure that I announce that 2015 was a 
successful year for Scott Credit Union.
  
  The credit union paid out $6.53 million in  
dividends to members in 2015. We were able to 
share our success by paying active members a  
3.0% Bonus Dividend on shares as well as a  
3.0% loan interest rebate to our borrowers. 

  The bonus dividend and loan interest rebate, 
which totaled $1.3 million, are examples of the 
value of membership with Scott Credit Union. 

  We were again successful in 2015 with continued 
growth in Scott Credit Union membership. With 
our network of branches and ATMs, as well as our 
online and mobile offerings, we were able to  
provide convenient products and services to area 
residents.  We again experienced growth in  
deposits and solid loan volume thanks to the  
competitive rates we offer.

  The commitment of the Board of Directors, 
management and staff of Scott Credit Union  
continues to be focused on the fiscal interest of the 
credit union, the needs of our members, and the 
welfare of our community.  It is our duty and  
obligation to support the communities in which 
we live and work.  

  Because of our success in 2015, we were also able 
to give more support to the communities in which 
we serve. We contributed nearly $370,000 to a 
variety of fundraising efforts, community events, 
and civic organizations, including activities at  
Scott Air Force Base. With the help of our 
Volunteer Incentive Program, our employees  
volunteered more than 2,400 hours in the  
community this past year. The VIP program 
encourages our staff to volunteer their time  
supporting local efforts.  We are extremely proud 
of the volunteer efforts of our staff in 2015.
  
  The charitable efforts we supported in 2015 
included the American Cancer Society, American 

Heart Association, American Diabetes Association, 
Arthritis Foundation, Lupus Foundation of 
America, Make-a-Wish Foundation, March of 
Dimes, MS Society, and Special Olympics. We also 
donated over $25,000 to the United Way from the 
proceeds of the 9th annual Scott Credit Union 
golf tournament fund raiser. 

  Additionally, some of our larger civic partnerships 
included the Edwardsville Children’s Museum, 
Highland Area Community Foundation, Memorial 
Hospital, Military Night at the St. Louis Blues 
Game, National Shrine of Our Lady of the Snows, 
Scott Air Force Base Family Picnic, St. Elizabeth’s 
Hospital in Belleville, Violence Prevention Center 
of Southwest Illinois, Edwardsville YMCA, 
Edwardsville Arts Center, St. Joseph’s Hospital in 
Highland, and the YMCA of Southwest Illinois. 

  I am also pleased to tell you that our employees 
and members once again supported many  
additional local charities and organizations.  
During the year, they raised money for the Illinois 
Center for Autism, Mission of Moms, the  
Make-a-Wish Foundation, and United Way.

  The credit union’s holiday charity drives again 
brought in toys, food and cash donations for the 
needy of our area.  In addition, Scott Credit 
Union joined credit unions in both the Illinois 
and Missouri credit union leagues to support the 
Warner’s Warm Up to provide coats to those in 
need. Due to the dedicated efforts of the  
Scott Credit Union staff, significant resources  
were raised for these worthy causes.

  I am proud of Scott Credit Union and look  
forward to a future of sustained success and service 
to our members.  On behalf of the Board of 
Directors, management and staff, thank you for 
your continued support. 

Betty Renth, ChaiRman 
Board of Directors

CHAIRMAN’S MESSAGE
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  We are proud to announce that 2015 was a successful year for Scott Credit Union! The Credit Union is financially 
strong and continues to see growth in membership and deposits, as well as solid loan volume. Your choice to be a 
member of Scott Credit Union continues to make us a successful organization. 

Our focus on providing the best overall value, along with your loyalty to Scott Credit Union, allows us to offer you a 
convenient money-saving banking alternative. Because of our not-for-profit cooperative structure, we are able to offer 
you lower rates when you borrow money, better rates on your savings, lower fees, and even the recent bonus dividend 
and loan interest rebate. 

We were very pleased to be able to give over $1.3 million to our active members through a 3.00% Annual Percentage 
Yield Bonus Dividend and a 3.00% Loan Interest Rebate at the end of the year. This was the 24th consecutive year for 
the bonus dividend and the ninth straight year we have awarded the loan interest rebate.

The bonus dividend and loan interest rebate are examples of the value of your membership with Scott Credit Union. We truly thank you for choosing 
to belong to Scott Credit Union.

We again had growth in deposits and total membership. Our assets finished the year at approximately the same as 2014 at $1.040 billion. Membership 
in 2015 increased over 4.3% from 2014 to more than 131,000 members. Total deposit growth was 5.67% in 2015. Our net earnings for 2015 were 
over $4.6 million. We continue to be a strong and sound financial institution with capital finishing at more than $88 million, which is 8.52% of assets. 
Scott Credit Union remains well above the 7.00% regulatory standard that is considered as well capitalized. 

Our continued growth in 2015 allowed us to stay focused on providing members with the most convenient services. In 2015, we began offering 
Mobile Deposit and Mobile Bill Pay. We were also happy to be able to offer our members a mortgage special in 2015 that generated a high volume of 
mortgage loans for SCU. We will continue to be a premier lender in our area with strong mortgage, credit card and auto loan offerings. 

Throughout 2015, Scott Credit Union also remained committed to being the best place to work. This strategy resulted in SCU again being named a 
Top Workplace in the St. Louis Metropolitan Area by the St. Louis Post-Dispatch. We were one of only 13 companies recognized as a Best Place to 
Work for a fourth consecutive year.

Credit unions like SCU exist to serve their members, including working families, small businesses, and the local community. Last year, we contributed 
nearly $370,000 and our employees volunteered more than 2,400 hours in the communities in which we serve. SCU has contributed approximately 
$1.7 million and its employees have volunteered 15,000 hours to a variety of local civic efforts throughout the region in the past seven years. We are 
extremely proud of that effort.

MANANGEMENT’S REPORT ON FINANCIAL STATEMENTS
  Scott Credit Union’s objective remains to operate a strong and financially stable institution that serves our members’ best interests.  To meet this 
objective, we strictly adhere to the policies approved by the Board of Directors, as well as the rules and regulations of the Illinois Department of 
Financial and Professional Regulation and the National Credit Union Administration (NCUA).

Along with state and federal regulatory examinations, the credit union’s Board of Directors employs an independent Certified Public Accounting firm 
to review the systems of accounting and internal control, and to express their opinion on the financial statement. SCU also has a supervisory commit-
tee that consists of three Board members who may conduct their own audits – with or without management’s prior knowledge – to ensure the safety 
and soundness of our operation.

In addition to these safeguards, each member’s deposits are federally insured through the NCUA to $250,000.

MANAGEMENT’S STATEMENT ON ETHICS AND STANDARDS
Management fulfills its responsibility with a commitment to the highest standards of quality, ethics, and professionalism.  We pledge to operate the 
credit union in the best interest of the membership, and to maintain Scott Credit Union’s tradition of safety, soundness, and service.

We are looking to continue our success this year because of our conservative management and strong financial position. We remain above the  
regulatory standards to be considered well capitalized and continue to experience strong growth.

Throughout 2015 our driving force continued to be our vision of being the highest quality and most convenient financial institution in the markets 
we serve. Again, our success would not be possible without our members. Our continued success is also made possible by the commitment of our 
Board of Directors and our staff, which remains dedicated to providing exceptional service.

We will continue to provide members with as much overall value as possible. That means that each and every day we will be guided by our members’ 
best interest. We look forward to a successful 2016!

Thank you,

FRank m. Padak

President & CEO
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Item 2015 2014 2013  2012  2011
Total Assets  $ 1,039,805,974 1,040,110,871 928,998,458 887,748,102  793,719,712 
      
Total Shares  $ 940,355,090 889,903,753  824,422,403  788,471,081 708,527,117 

Total Members  131,800 126,379 114,169  105,112 94,161 

Dividends Paid  $ 6,741,502 6,096,387 6,305,898  7,222,999 9,062,706 

Loans, Net  $ 820,647,329 858,027,880 773,623,211  720,375,942 625,135,322 

Number of  
 Loans Granted   22,236 29,816 23,922  22,801 21,343 

Amount of 
 Loans Granted  $ 423,183,002 538,523,821 429,135,853  439,549,131 385,743,173 

Total Borrowers   80,236 81,458 75,254  66,698  57,161 

Gross Income  $ 52,826,314 52,115,152 48,954,570 49,523,009 46,765,899 

Net Interest Margin $ 17,930,535 18,834,433 22,744,490  22,455,302 21,738,394

Net Income  $ 4,635,962 (10,318,378) 8,131,164 9,815,428 7,455,147
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SuPeRviSoRy Committee and BoaRd oF diReCtoRS 
SCott CRedit union

edwaRdSville, illinoiS

  We have audited the accompanying financial statements of Scott Credit Union, which comprise the
balance sheets as of December 31, 2015 and 2014, and the related statements of income, members’ equity
and cash flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements
 Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility
  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 from material misstatement.

  An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error.  In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluat-
ing the appropriateness of accounting policies used and the reasonableness of significant accounting esti-
mates made by management, as well as evaluating the overall presentation of the financial statements.
  
  We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our qualified audit opinion.

Basis for Qualified Opinion
  As explained in Note 1, these statements do not reflect members’ share accounts as liabilities as  
required by accounting principles generally accepted in the United States of America. The presentation 
followed by Scott Credit Union has no effect on the total amount or classification of assets or on the 
determination of income, expenses or both.

Qualified Opinion
  In our opinion, except for the effects of the matter described in the Basis for Qualified Opinion  
paragraph, the financial statements referred to above present fairly, in all material respects, the financial 
position of Scott Credit Union as of December 31, 2015 and 2014, and the results of its operations and 
its cash flows for the year then ended in conformity with accounting principles generally accepted in the 
United States of America.

BKD, LLP
Decatur, Illinois 
March 11, 2016

INDEPENDENT AUDITOR’S REPORT
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BALANCE SHEETS
December 31, 2015 and 2014(in thousands)
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ASSETS
   2015   2014 

Cash and due from banks $ 16,790 $ 17,455

Interest-bearing demand deposits in financial institutions  146,318  109,725

 Cash and cash equivalents  163,108  127,180

Held-to-maturity securities  206  767

Loans held for sale  2,221  1,243

Loans, net of allowance for loan losses of $12,830 and

$13,247 at December 31, 2015 and 2014  820,647  858,028

Premises and equipment, net of accumulated depreciation

of $19,766 and $18,817 at December 31, 2015 and 2014 30,655  31,233

Federal Home Loan Bank Stock  1,368  1,368

Foreclosed assets held for sale, net  59  544

Mortgage servicing rights  384  -

Interest receivable  2,100  2,307

NCUSIF deposit  9,014  8,299

Other  10,045  9,142

 Total assets $ 1,039,807 $ 1,040,111

LIABILITIES & MEMBERS’ EQUITY

   2015   2014

Liabilities

 Accounts payable and accrued liabilities $ 6,260 $ 5,152

 Interest and dividends payable  381  354

 Federal Home Loan Bank advances  -  55,987 

Other liabilities  4,172  4,711

  Total liabilities  10,813  66,204

Shares

 Members’  925,917  870,254

 Non-members’  14,438  19,650

  Total members' and non-members' shares  940,355  889,904 

   

Member's Equity

 Statutory reserves  14,229   14,229

 Undivided earnings  74,410  69,774

  Total members’ equity  88,639  84,003

  Total liabilities and members’ equity $ 1,039,807 $ 1,040,111

See Notes to Financial Statements.



   
   2015  2014 

Interest and Dividend Income

 Loans, including fees $ 36,321 $ 36,562

 Debt securities  17  47

 Deposits with financial institutions and other  419  222

  Total interest and dividend income  36,757   36,831

Interest Expense

 Members' Share Accounts  6,528   6,063

 Non-members' Share Account  213   33

 Federal Home Loan Bank Advances  79   38

  Total interest expense  6,820   6,134

Net Interest Income  29,937   30,697

Provision for Loan Losses  11,618   11,638

Net Interest Income After Provision for Loan Losses  18,319   19,059

Noninterest Income  

 Service charges  8,213   8,334

 Interchange income  4,426   4,007 

 Other   3,431   2,911

  Total noninterest income  16,070   15,252

Noninterest Expense  

 Salaries and employee benefits  14,028   13,209

 Occupancy and equipment  3,219   3,271

 Data processing  2,909   2,752

 Marketing  1,348   1,398

 Printing and office supplies  1,205   1,163

 Net loan expenses  2,397   5,601

 Loss (recovery) due to loan defalcation  (320)   13,166

 Other  4,967   4,069

  Total noninterest expense  29,753   44,629 

Net Income (Loss)  4,636   (10,318)
 

See Notes to Financial Statements.

STATEMENTS OF INCOME
Years Ended December 31, 2015 and 2014

(in thousands)
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STATEMENTS OF MEMBERS’ EQUITY
Years Ended December 31, 2015 and 2014

(in thousands)
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   Statutory   Undivided 
    Reserves   Earnings   Total

Balance, January 1, 2014 $ 14,229 $ 80,092 $ 94,321

 Net income  -  (10,318)  (10,318)

Balance, December 31, 2014 $ 14,229 $ 69,774  84,003

 Net income  -  4,636  4,636

Balance, December 31, 2015 $ 14,229 $ 74,410 $ 88,639

See Notes to Financial Statements



STATEMENTS OF CASH FLOWS
Years Ended December 31, 2015 and 2014

(in thousands)
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   2015  2014 

Operating Activities:

 Net income $ 4,636 $ (10,318)

 Items not requiring (providing) cash

   Depreciation  2,511  2,425

   Provision for loan losses  11,618  11,638

   Net amortization of premiums & discounts on securities  2  6

   Net realized gain on sale of mortgage loans  (1,154)  -

   Loss on sale of foreclosed assets  69  27

   Increase in cash surrender value of life insurance  (412)  (384)

   Gain on sale of property and equipment  (51)  -

   Loss due to loan defalcation  -  13,166

 Changes in

   Loans held for sale   (978)  (208)

   NCUSIF deposit  (715)  (53)

   Interest receivable  207  (233)

   Other assets  (491)  98

   Interest and dividends payable  27  (14)

   Accounts payable, accrued liabilities and other liabilities  569  (24)

  Net cash provided by operating activities  15,838  16,126

Investing Activities:

 Proceeds from maturities of held-to-maturity securities  559  811

 Net change in loans  26,492  (110,776)

 Purchase of premises and equipment  (1,985)  (778)

 Proceeds from sales of premises and equipment  103  -

 Purchase of Federal Home Loan Bank stock  -  (364)

 Proceeds from the sales of foreclosed assets  457  141

  Net cash (provided by) used in investing activities  25,626  (110,966)

 
See Notes to Financial Statements
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STATEMENTS OF CASH FLOWS
Years Ended December 31, 2015 and 2014

(in thousands)

PROVIDING THE BEST VALUE

      
   2015  2014 

Financing Activities:

 Net increase in members’ shares  $ 55,663 $ 45,832

 Net increase (decrease) in non-members' shares  (5,212)  19,650

 Repayment of Federal Home Loan Bank advances  (55,987)  - 

 Proceeds from issuance of Federal Home Loan Bank advances -  55,987

  Net cash provided by (used in) financing activities (5,536)  121,469

Increase in Cash and Cash Equivalents  35,928  26,629

Cash and Cash Equivalents, Beginning of Year  127,180  100,551

Cash and Cash Equivalents, End of Year $ 163,108 $ 127,180

Supplemental Cash Flows Information

 Interest paid  $ 6,793 $ 6,148

 Real estate acquired in settlement of loans $ 41 $ 532 

See Notes to Financial Statements
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NOTES TO FINANCIAL STATEMENTS
December 31, 2015 and 2014

(in thousands)

NOTE 1.  NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(In Thousands)
Nature of Operations  
Scott Credit Union (“Credit Union”) is primarily engaged in providing a full range of credit union services primarily to  
anyone living in seventeen counties in Southwestern Illinois and St. Louis County, Missouri. The Credit Union’s specific intent 
is to help members improve their financial status through expanded loan services and various deposit accounts. The Credit 
Union has branch facilities and ATM sites located in the following Illinois counties; St. Clair, Monroe, Madison and Clinton. 
The Credit Union is subject to competition from other financial institutions. As a state-chartered credit union, the Credit 
Union is subject to regulation by the National Credit Union Administration (NCUA) and the State of Illinois.

Use of Estimates  
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of 
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and 
expenses during the reporting period. Actual results could differ from those estimates.

Material estimates that are particularly susceptible to significant change relate to the determination of the allowance for loan 
losses and the valuation of foreclosed assets acquired in satisfaction of loans.

Cash Equivalents  
The Credit Union considers all liquid investments with original maturities of three months or less to be cash equivalents. At 
December 31, 2015 and 2014, cash equivalents consisted primarily of interest-bearing demand deposits and noninterest-bearing 
accounts.

At December 31, 2015, the Credit Union’s cash exceeded federally insured limits by approximately $2,134.

Securities  
Certain debt securities that management has the positive intent and ability to hold to maturity are classified as “held to  
maturity” and recorded at amortized cost. Purchase premiums and discounts are recognized in interest income using the interest 
method over the period of maturity. The Credit Union does not maintain an available-for-sale or trading portfolio.

Loans Held For Sale
Mortgage 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 charges to noninterest income. Gains 
and losses on loan sales are recorded in noninterest income, and direct loan origination costs and fees are deferred at origination 
of the loan and are recognized in noninterest income upon sale of the loan.

Loans  
Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoffs are reported at 
their outstanding principal balances adjusted for unearned income, charge-offs, the allowance for loan losses and any unamor-
tized deferred fees or costs on originated loans.

For loans amortized at cost, interest income is accrued based on the unpaid principal balance.

The accrual of interest on loans is discontinued at the time the loan is 90 days past due unless the credit is well-secured and in 
process of collection. Past due status is based on contractual terms of the loan. In all cases, loans are placed on nonaccrual or 
charged off at an earlier date if collection of principal or interest is considered doubtful.

All interest accrued but not collected for loans that are placed on nonaccrual or charged off are reversed against interest income. 
The interest on these loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual. 
Loans are returned to accrual status when all the principal and interest amounts contractually due are brought current and 
future payments are reasonably assured.

PROVIDING THE BEST VALUE
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PROVIDING THE BEST VALUE

NOTE 1.  NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
(In Thousands)
Allowance for Loan Losses
The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses charged 
to earnings. Loan losses are charged against the allowance when management believes the uncollectibility of a loan balance is 
confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic review of 
the collectibility of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations that 
may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevailing economic conditions. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes 
available.

The allowance consists of allocated and general components. The allocated component relates to loans that are classified as 
impaired. For those loans that are classified as impaired, an allowance is established when the discounted cash flows (or collateral 
value or observable market price) of the impaired loan is lower than the carrying value of that loan. The general component 
covers nonclassified loans and is based on historical charge-off experience and expected loss given default derived from the 
Credit Union’s internal risk rating process. Other adjustments may be made to the allowance for pools of loans after an  
assessment of internal or external influences on credit quality that are not fully reflected in the historical loss or risk rating data.

A loan is considered impaired when, based on current information and events, it is probable that the Credit Union will be 
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the loan 
agreement. Factors considered by management in determining impairment include payment status, collateral value and the  
probability of collecting scheduled principal and interest payments when due. Loans that experience insignificant payment delays 
and payment shortfalls generally are not classified as impaired. Management determines the significance of payment delays and 
payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the  
borrower, including the length of the delay, the reasons for the delay, the borrower’s prior payment record and the amount of the 
shortfall in relation to the principal and interest owed. Impairment is measured on a loan-by-loan basis for commercial loans by 
either the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market 
price or the fair value of the collateral if the loan is collateral dependent.

Groups of loans with similar risk characteristics, including individually evaluated loans not determined to be impaired, are  
collectively evaluated for impairment based on the groups historical loss experience adjusted for changes in trends, conditions 
and other relevant factors that affect repayment of the loans. Accordingly, the Credit Union does not separately identify  
individual consumer and residential loans for impairment measurements unless such loans are the subject of a restructuring 
agreement due to financial difficulties of the borrower.

Premises and Equipment
Depreciable assets are stated at cost less accumulated depreciation. Depreciation is charged to expense using the straight-line 
method over the estimated useful lives of the assets. Leasehold improvements are capitalized and depreciated using the  
straight-line method over the terms of the respective leases or the estimated useful lives of the improvements, whichever is 
shorter. Expected terms include lease option periods to the extent that the exercise of such options is reasonably assured.

The estimated useful lives for each major depreciable classification of premises and equipment are as follows: 
 Buildings and improvements   25-40 years
 Leasehold improvements   5-10 years
 Equipment   2-5 years

Federal Home Loan Bank Stock  
Federal Home Loan Bank (FHLB) stock is a required investment for institutions that are members of the FHLB system. The 
required investment in the common stock is based on a predetermined formula, carried at cost and evaluated for impairment.

Foreclosed Assets Held for Sale  
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 changes in the valuation allowance are included in net income or expense from foreclosed assets.
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NOTE 1.  NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 
(In Thousands)
Mortgage Servicing Rights  
Mortgage servicing assets are recognized separately when rights are acquired through purchase or through sale of financial assets. 
Under the servicing assets and liabilities accounting guidance (ASC 860-50), servicing rights resulting from the sale or  
securitization of loans originated by the Credit Union are initially measured at fair value at the date of transfer. The Credit 
Union has elected to initially and subsequently measure the mortgage servicing rights for consumer mortgage loans using the 
fair value method. Under the fair value method, the servicing rights are carried in the balance sheet at fair value and the  
changes in fair value are reported in earnings in the period in which the changes occur.

Fair value is based on market prices for comparable mortgage servicing contracts, when available or alternatively, is based on a 
valuation 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. These 
variables change from quarter to quarter as market conditions and projected interest rates change, and may have an adverse 
impact on the value of the mortgage servicing assets and may result in a reduction to noninterest income. 

Servicing fee income is recorded for fees earned for servicing loans. The fees are based on a contractual percentage of the  
outstanding principal for a fixed amount per loan and are recorded as income when earned.

NCUSIF Deposit and Insurance Premium  
The deposit in the National Credit Union Share Insurance Fund (NCUSIF) is in accordance with NCUA regulations, which 
require the maintenance of a deposit by each insured credit union in an amount equal to one percent of its insured shares. The 
amount of the deposit is adjusted on a semiannual basis. The deposit would be refunded to the Credit Union if its insurance 
coverage is terminated, it converts to insurance coverage from another source, or the operations of the fund are transferred from 
the NCUA Board. A credit union is required to pay an annual insurance premium to cover operating expenses, as determined 
by the NCUA Board, unless the payment is waived.

In 2015 and 2014, federally insured credit unions paid no assessment. The NCUA Board announced in late 2015 it anticipates 
federally insured credit unions will pay no assessments in 2016.

Income Tax  
Income tax is not provided in the statements of income as the Credit Union is exempt, by statute, from federal taxes. The Credit 
Union is, however, subject to certain state franchise taxes that are included in noninterest expense.

The Credit Union is not aware of being subjected to U.S. federal examinations by tax authorities for years before 2012. During 
the years ended December 31, 2015 and 2014, the Credit Union has recognized no expense for interest or penalties.

Members' and non-Members' Shares  
The Credit Union classifies members’ and non-members’ accounts as equity to denote the ownership interest of its members. 
This classification conforms to the statutory definition in the Illinois Credit Union Act, as well as the regulatory requirements of 
the National Credit Union Administration. The American Institute of Certified Public Accountants’ Audit and Accounting
Guide for Depository and Lending Institutions requires the classification of members’ and nonmembers’ shares accounts as  
liabilities.

Members’ shares are subordinated to all other liabilities of the Credit Union upon liquidation. Interest on members’ and  
non-members’ shares is based on available earnings at the end of an interest period and is not guaranteed. Interest rates on 
members’ and non-members’ shares are set by the board of directors, based on an evaluation of current and future market  
conditions.

Members’ Equity  
The Credit Union is required by regulation to maintain a statutory reserve (reserve). This reserve is established by transfers from 
unappropriated members’ equity and is based upon gross income and provisions for loan losses of the Credit Union. The 
amounts reserved are not available for the payment of dividends on members’ shares. The reserve is not a valuation reserve and 
has not been created by charges against income.



NOTE 2.  SECURITIES
(In Thousands)
The amortized cost and approximate fair values, together with gross unrealized gains and losses, of securities are as follows::
                                                

Held-to-maturity Securities:
 December 31, 2015:
  Mortgage-backed:
  U.S. Government sponsored
  enterprises (GSEs) residential     $  206   $  6  $ -  $  212
 
 December 31, 2014:
  Mortgage-backed:
   U.S. Government sponsored

   enterprises (GSEs) residential    $  767   $  29 $ -  $ 796

As of December 31, 2015 and 2014, the Credit Union’s investments in collateralized mortgage obligations are not privately 
issued securities but are backed by the government of the United States of America.

The held-to-maturity securities at December 31, 2015 are not due on a single maturity date as 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.

There were no sales or transfers of held-to-maturity securities during 2015 or 2014.

The carrying value of securities pledged as collateral, to secure public deposits and for other purposes, was $206 at  
December 31, 2015 and $767 at December 31, 2014.

NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES 
(In Thousands)

Classes of loans at December 31, including loans held for sale, are as follows:
   
 2015 2014

Residential 1-4 family mortgages $ 108,777 $ 84,713
Business  24,192  33,805
Consumer  677,263  729,420
Credit cards  25,466  24,580
  835,698  872,518
Allowance for loan losses     (12,830)    (13,247)
Net loans $ 822,868 $ 859,271

As of December 31, 2015 and 2014, the Credit Union had $543,091 and $585,882 in indirect automobile loans, respectively.

The Credit Union believes sound loans are a necessary and desirable means of employing funds available for investment. 
Recognizing the Credit Union’s obligations to its members and the communities it serves, authorized personnel are expected to 
seek to develop and make sound, profitable loans that resources permit and opportunity affords. The Credit Union maintains 
lending policies and procedures designed to focus its lending efforts on the type, location and duration of loans most appropri-
ate for our business model and markets. The Credit Union’s principal lending activity is the origination of consumer loans but 
also includes residential real estate, credit cards, and business loans. The primary lending market includes seventeen counties in 
Southwestern Illinois and St. Louis County, Missouri. Generally, loans are collateralized by assets of the members and guaranteed 
by individuals. The loans are expected to be repaid from cash flows of the members.

Management reviews and approves the Credit Union’s lending policies and procedures on a regular basis. Management regularly 
(at least monthly) reviews the allowance for loan losses and reports related to loan production, loan quality, concentrations of 
credit, loan delinquencies and nonperforming and potential problem loans. Significant underwriting factors beyond location,
duration, the sound and profitable cash flow basis underlying the loan are the quality of the member’s financial history, the 
liquidity of the underlying collateral and the reliability of the valuation of the underlying collateral.

PROVIDING THE BEST VALUE

Fair
Value

Amortized
Cost

Gross  
Unrealized Losses

Gross 
Unrealized Gains
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Residential 1-4  
Family Mortgages Business Consumer Unallocated

Credit 
Cards Total

NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)
(In Thousands)

During 2014, the Credit Union uncovered irregularities in the business lending portfolio. The irregularities, which included 
recording loans without supporting loan documents and making unauthorized advances on loans, are believed to be limited to 
loans originated and serviced in the business lending portfolio. The internal investigation is complete and the losses recorded on 
the Credit Union’s 2014 financial statements are for loans with no loan documentation and/or loans without collateral. An 
external investigation is in progress and the anticipated completion date is not known. While management believes that all  
significant losses have been identified, there can be no assurance that additional losses will not be recognized in future periods. 
As of December 31, 2014, the Credit Union recognized a nonrecurring expense associated with loan irregularities of $13,166 
which is reported as noninterest expense and an increase in the allowance for loan losses. The $13,166 was charged off through 
the allowance for loan losses as of December 31, 2014. The Credit Union submitted a claim to its insurance carrier and received 
funds subsequent to December 31, 2015 and will be recorded as noninterest income. Further, the Credit Union recorded an 
additional provision for loan losses in the amount of $4,863 for other loans associated with the borrowers involved with the 
irregularities. These loans are performing, however they are undercollateralized or have been downgraded by the Credit Union 
due to other credit weaknesses. 

The following tables present the balance in the allowance for loan losses and the recorded investment in loans based on  
portfolio segment and impairment method as of December 31, 2015 and 2014:                             
                
      2015                                                

Allowance for loan
 Losses:  
 Balance, beginning of period $ 343 $ 5,681 $ 6,533 $ 472 $ 218 $ 13,247 
 Provision charged to expense   (142)  3,019  8,041  565  135  11,618 
 Losses charged off  (64)  (4,680)  (7,838)  (561)  -     (13,143) 
 Recoveries   61  67  925  55  -  1,108 
Balance, end of period  198  4,087  7,661  531  353  12,830 
 Ending balance   198  4,087  7,661  531  353  12,830 
 Ending balance:  individually 
   evaluated for impairment   103  4,087  -  -  -  4,190 
 Ending balance:  collectively
   evaluated for impairment  95  -  7,661  531  353  8,640
Loans:
 Ending balance  $ 108,777 $ 24,192 $ 677,263 $ 25,466 $ - $ 835,698 
 Ending balance:  individually 
   evaluated for impairment   167  10,123  -  -  -  10,290
 Ending balance:  collectively
   evaluated for impairment  108,610  14,069  677,263  25,466  -  825,408
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      2014
                                                

Allowance for loan
 Losses:  
 Balance, beginning of period $ 389 $ 291 $ 4,994 $ 411 $ 837 $ 6,922 
Provision charged to expense   121  5,585  6,160  391  (619)  11,638 
 Loss due to defalcation  -  13,166  -  -  -     13,166
 Losses charged off  (172)  (13,361)  (5,331)  (358)  -   (19,222) 
 Recoveries   5  -  710  28  -  743 
 Balance, end of period  343  5,681  6,533  472  218  13,247 
 
 Ending balance   343  5,681  6,533  472  218  13,247 
 Ending balance:  individually 
   evaluated for impairment   209  5,172  -  -  -  5,381 
Ending balance:  collectively
   evaluated for impairment  134  509  6,533  472  218  7,866
Loans:
 Ending balance  $ 84,713 $ 33,805 $ 729,420 $ 24,580 $ - $ 872,518 
 Ending balance:  individually 
   evaluated for impairment   752  7,625  -  -  -  8,377 
Ending balance:  collectively
   evaluated for impairment  83,961  26,180  729,420  24,580  -  864,141

Residential 1-4  
Family Mortgages Business Consumer Unallocated

Credit 
Cards Total

Management’s opinion as to the ultimate collectability of loans is subject to estimates regarding future cash flows from members 
and the value of property, real and personal, pledged as collateral. These estimates are affected by changing economic conditions 
and the economic prospects of members. 

Allowance for Loan Losses
The allowance for loan losses represents an estimate of the amount of losses believed inherent in the loan portfolio at the  
balance sheet date. The allowance calculation involves a high degree of estimation that management attempts to mitigate 
through the use of objective historical data where available. Loan losses are charged against the allowance for loan losses when 
management believes the uncollectability of the loan balance is confirmed. Subsequent recoveries, if any, are credited to the 
allowance.

The Credit Union’s methodology for assessing the appropriateness of the allowance for loan losses consists of two key elements: 
(1) specific allowances for estimated credit losses on individual loans that are determined to be impaired through the Credit 
Union’s review for identified problem loans; and (2) a general allowance based on estimated credit losses inherent in the  
remainder of the loan portfolio.

The specific allowance is measured by the fair value of the collateral adjusted for market conditions and selling expense. Factors 
used in identifying a specific problem loan include: (1) the strength of the member’s personal or business cash flows; (2) the 
availability of other sources of repayment; (3) the amount due or past due; (4) the type and value of collateral; (5) the strength of
the collateral position; (6) the estimated cost to sell the collateral; and (7) the member’s effort to cure the delinquency. For loans 
secured by real estate, the Credit Union also considers the extent of any past due and unpaid property taxes applicable to the 
property serving as collateral on the mortgage.

PROVIDING THE BEST VALUE

NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)
(In Thousands)
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NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)
(In Thousands)
The Credit Union establishes a general allowance for loans that are not deemed impaired to recognize the inherent losses  
associated with lending activities, but which, unlike the specific allowance, has not been allocated to particular problem assets. 
The general allowance is determined by segregating the loans by loan category and assigning allowance percentages based on 
the Credit Union’s historical loss experience, delinquency trends and management’s evaluation of the collectability of the loan 
portfolio. The allowance is then adjusted for significant factors that, in management’s judgment, affect the collectability of the 
portfolio as of the evaluation date. These significant factors may include: (1) changes in the value of the underlying collateral;  
(2) management’s assumptions regarding the minimal level of risk for a given loan category; (3) changes in lending policies and 
procedures, including changes in underwriting standards and charge-off and recovery practices not considered elsewhere in  
estimating credit losses; (4) changes in international, national, regional and local economics and business conditions, and  
developments that affect the collectability of the portfolio, including the conditions of various market segments; (5) changes in 
the nature and volume of the portfolio and in the terms of loans; (6) changes in the experience, ability and depth of the loan 
officers and other relevant staff; (7) changes in the volume and severity of past due loans, the volume of non-accrual loans and 
the volume and severity of adversely classified loans; (8) changes in the quality of the loan review system; (9) changes in the 
value of the underlying collateral for collateral-dependent loans; (10) the existence and effect of any concentrations of credit and 
changes in the level of such concentrations; and (11) the effect of other external factors such as competition and legal and  
regulatory requirements on the level of estimated credit losses in the existing portfolio. The applied loss factors are evaluated 
monthly to ensure their relevance in the current environment.

Although the Credit Union’s policy allows for a general allowance on certain smaller-balance, homogenous pools of loans  
classified as substandard, the Credit Union has historically evaluated every loan classified as delinquent (greater than 30 days) or 
loans for which the member has declared bankruptcy, regardless of size, for impairment as part of the review for establishing 
specific allowances.

There have been no significant changes to the Credit Union’s accounting policies or methodology from the prior periods.

Risk characteristics applicable to each segment of the loan portfolio are described as follows.

Residential 1-4 Family Mortgage:  The residential 1-4 family mortgages are generally secured by owner-occupied 1-4  
family residences. Repayment of these loans is primarily dependent on the personal income and credit rating of the borrowers. 
Credit risk in these loans can be impacted by economic conditions within the Credit Union’s market areas that might impact 
either property values or a borrower’s personal income. Risk is mitigated by the fact that the loans are of smaller individual 
amounts and spread over a large number of borrowers.

Business:  The business portfolio includes loans to commercial borrowers for use in financing working capital needs,  
equipment purchases and expansions. The loans in this category are repaid primarily from the cash flow of a borrower’s  
principal business operation. Credit risk in these loans is driven by creditworthiness of a borrower and the economic conditions 
that impact the cash flow stability from business operations.

Consumer and credit cards:  The consumer loan portfolio consists of various term and line of credit loans such as  
automobile loans and loans for other personal purposes. Repayment for these types of loans will come from a borrower’s 
income sources that are typically independent of the loan purpose. Credit risk is driven by consumer economic factors (such as 
unemployment and general economic conditions in the Credit Union’s market area) and the creditworthiness of a borrower.

Credit Quality Indicators
The Credit Union categorizes business loans into risk categories based on relevant information about the ability of borrowers 
to service their debt such as current financial information, historical payment experience, credit documentation, public informa-
tion and current economic trends among other factors. The Credit Union analyzes loans individually by classifying the loans 
according to credit risk. This analysis is performed internally on all business loans at origination and annually subsequent to 
origination and ratings are validated by a third party service provider. Rating changes are made as necessary. Interim reviews are 
performed if borrower circumstances warrant a more timely review.

The Credit Union has established a uniform internal risk rating methodology for business loans utilizing risk grades from 1 
through 7, with 1 being considered “excellent” and 7 being considered “loss.”  A summary of the general definitions for the risk 
ratings follows:

1.  Pass/Excellent:  The Company has been in business for 5 years or more under the same management. The collateral is 
excellent quality. The company has a debt coverage ratio of at least 1.40:1.  The Business is in a cyclical but low risk industry 
and exceeds in some categories of peer group comparison. The company has an excellent credit rating represented by a D & B 
Paydex score of 80+ and a D & B credit score of 500+. The guarantor’s average credit score is 700+.
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NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)
(In Thousands)
2. Pass/Good:  Management has three years of experience. The collateral is good. The company has a good credit rating  
represented by a D & B Paydex score of 70+ and a D & B credit score of 475+.  The guarantor’s average credit score is 685+.

3. Pass/Acceptable:  Management has a minimum of one year’s experience. Collateral meets the minimum policy require-
ment and loan to value percentage. Their debt service coverage ratio of 1.25:1. The company is in a medium risk industry and 
average or below in some categories of peer group comparison. The company has a minimum D & B Paydex score of 55 and a 
D & B credit score of 450. Guarantor’s average credit score is 660+.

4. Watch:  A watch loan has potential weakness that deserves management’s close attention. These loans are usually current but 
show some sign of deterioration.  These loans can remain in this category for up to one year as they either improve to pass or 
decline to classify. Generally, watch loans will have one or more of the following weaknesses. The business has been open less 
than three years and management is new or has limited or no prior experience. Collateral value has declined and the loan to 
value exceeds the policy maximum. The most recent statement shows a loss or the company shows a trend of book overdrafts. 
The Business D & B Paydex score is below 50 and the D & B credit score is below 450. The guarantor’s credit score drops 
below 660 or recent late payments show a negative trend. Loans will not usually be upgraded from the watch category based on 
interim statements but only after year end statements have been analyzed.

5.  Substandard:  A loan that is protected inadequately by current net worth and paying capacity of the borrower, or the  
collateral being pledged. Loans classified as substandard are characterized by the distinct possibility that the credit union will  
sustain some loss if the deficiencies are not corrected. Some loss of interest is anticipated or may have already occurred, but loss 
of principal is considered unlikely.

6. Doubtful:  The possibility of loss is extremely high, but because of certain important and reasonably specific pending  
factors that may work to the advantage and strengthening of the loan, its classification as an estimated loss is deferred until its 
more exact status may be determined. Pending factors include: proposed merger, acquisition, or liquidation actions; capital  
injection; perfecting liens on collateral; and refinancing plans.

7.  Loss:  Loans classified as loss are considered uncollectible and as such their continuance as loans is not warranted. This  
classification does not necessarily mean that there is absolutely no recovery or salvage value, but rather, it is not practical or 
desirable to defer writing off this basically worthless asset even though partial recovery may occur in the future.

The following table presents the credit risk profile of the Credit Union’s business loan portfolio at December 31, 2015 and 2014 
by Creditworthiness Category:

    2015    2014
 Pass (1-3)  $   11,769 $   31,880
 Watch (4)    2,300   236
 Substandard (5)    6,522   1,502
 Doubtful (6)    970   -
 Loss (7)    2,631   187
 Total $   24,192 $  33,805
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NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)
(In Thousands)
The following tables present the Credit Union’s loan portfolio aging analysis of the recorded investment in loans as of 
December 31, 2015 and 2014:           
           2015

Residential 1-4 family mortgages  $  401  $  234  $  125  $  760  $  108,017  $  108,777  $  -
Business   667   3,803   2,263   6,733   17,459   24,192   -
Consumer   13,597   7,200   748   21,545   655,718   677,263   -
Credit cards   344   440   -   784   24,682   25,466   -
    Total  $  15,009  $  11,677  $  3,136  $  29,822  $  805,876  $  835,698  $  -

         2014

Residential 1-4 family mortgages  $  953  $  81  $  91  $  1,125  $  83,588  $  84,713  $  -
Business   816   168  -   984   32,821   33,805   -
Consumer   12,381   6,371   733   19,485   709,935   729,420   -
Credit cards   401   242  -   643   23,937   24,580   -
Total  $  14,551  $  6,862  $  824  $  22,237  $ 850,281  $  872,518  $  -

A loan is considered impaired, in accordance with the impairment accounting guidance (ASC 310-10-35-16), when based on 
current information and events, it is probable the Credit Union will be unable to collect all amounts due from the member in 
accordance with the contractual terms of the loan. Factors considered by management in determining impairment include  
payment status, collateral value, and the probability of collecting scheduled principal and interest payments when due. Loans that 
experience insignificant payment delays and payment shortfalls generally are not classified as impaired. Management determines 
the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the circum-
stances surrounding the loans and the member, including the length of the delay, the reasons for the delay, the member’s prior 
payment record and the amount of the shortfall in relation to the principal and interest owed.

Impairment is measured on a loan-by-loan basis by the fair value of the collateral adjusted for market conditions and selling 
expenses. Restructured loans are considered impaired and included in the determination of the adequacy of the allowance for 
loan losses.

The Credit Union actively seeks to reduce its investment in impaired loans. The primary tools to work through impaired loans 
are settlement with the members or guarantors, foreclosure of the underlying collateral or restructuring. 

The Credit Union will restructure loans when the borrower demonstrates the inability to comply with the terms of the loan, 
but can demonstrate the ability to meet acceptable restructured terms. Restructurings generally include one or more of the  
following restructuring options; reduction in the interest rate on the loan, payment extensions, forgiveness of principal,  
forbearance, or other actions intended to maximize collection. Restructured loans in compliance with modified terms are  
initially classified as impaired.
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NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)
(In Thousands)
The following tables present impaired loans for the years ended December 31, 2015 and 2014:
                                                
                                                 2015
                                                                                                                                          

Loans without a specific valuation allowance: 
 Residential 1-4 family mortgages $ -  $ -  $ -  $ -
 Business  -  -  -  - 
 Consumer  7,948   7,948   -   7,414 
 Credit Cards   440   440   -   341 
Loans with a specific valuation allowance:
 Residential 1-4 family mortgages  167   167   103   460
 Business  10,123  10,123   3,506   8,874 
 Consumer  -   -   -   - 
 Credit Cards  -   -   -   -
Total    
 Residential 1-4 family mortgages   167   167   103   460
 Business  10,123  10,123   3.506   8,874
 Consumer  7,948   7,948   -   7,414
 Credit Cards  440   440   -   341

  $ 18,678  $ 18,678  $ 3,609  $ 17,089

                                                 2014

Loans without a specific valuation allowance: 
 Residential 1-4 family mortgages $ -  $ -  $ -  $ -
 Business  -  -  -  - 
 Consumer  6,880   6,880   -   5,520 
 Credit Cards   242   242   -   216 
Loans with a specific valuation allowance:
 Residential 1-4 family mortgages  752   752   209   1,082
 Business  7,625   7,625   5172   7,851 
 Consumer  -   -   -   - 
 Credit Cards  -   -   -   -
Total    
 Residential 1-4 family mortgages   752   752   209   1,082
 Business  7,625   7,625   5,172   7,851
 Consumer  6,880   6,880   -   5,520
 Credit Cards  242   242   -   216

  $ 15,499  $ 15,499  $ 5,381  $ 14,669

The interest income recognized and interest income recognized on a cash basis on impaired loans for December 31, 2015 and 
2014 were nominal.

Interest income recognized on impaired loans includes interest accrued and collected on the outstanding balances of accruing 
impaired loans as well as interest cash collections on nonaccruing impaired loans for which the ultimate collectability of  
principal is not uncertain.

The following table presents the Credit Union’s non-accrual loans at December 31, 2015 and 2014.   
   
    2015    2014
 Residential 1-4 family  $   71 $   -
 Business    3,398   60
 Consumer    5,014   4,235
 Credit cards    -   -
  $   8,483 $  4,295
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NOTE 5: LOAN SERVICING
(In Thousands) 
Loans serviced for others are not included in the accompanying balance sheets. The risks inherent in mortgage servicing assets 
relate primarily to changes in prepayments that result from shifts in mortgage interest rates. The unpaid principal balances of 
mortgage and other loans serviced for others was $46,988 at December 31, 2015.

The following summarizes the activity in mortgage servicing rights measured using the fair value method for the years ended 
December 31, 2015:   

   2015   
 Fair value as of the beginning of the period  $  -  
 Addisitons:      
   Servicing obligations that result from asset transfers   384   
 Fair value, end of the period $  384
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NOTE 3.  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)
(In Thousands)
When a loan is modified into a troubled debt restructuring, the Credit Union evaluates any possible impairment similar to other 
impaired loans based on the present value of expected future cash flows, discounted at the contractual interest rate of the  
original loan agreement, and uses the current fair value of the collateral, less selling costs for collateral dependent loans. If the 
Credit Union determines the value of the modified loan is less than the recorded investment in the loan (net of previous 
charge-offs and deferred loan fees or costs), impairment is recognized through an allowance estimate or a charge-off to the 
allowance for loan losses. In periods subsequent to modification, the Credit Union evaluates all troubled debt restructurings, 
including those that have payment defaults, for possible impairment and recognizes impairment through the allowance for loan 
losses.

At December 31, 2015, the Credit Union had five business loans totaling $5,386 that were modified in troubled debt restructur-
ings and impaired. As of December 31, 2014, the Credit Union had eight business loans totaling $382 that were modified in 
troubled debt restructurings and impaired. The pre-modification recorded balances were equal to the post-modification recorded
balances for both years. The modification of terms of the troubled debt restructurings were loan-to-value, reduction of the stated 
interest and payment and change to interest only payments.

The troubled debt restructurings described above increased the allowance by $2,083 for the year ended December 31, 2015, and 
did not increase the allowance for loan losses for the year ended December 31, 2014. There were no charge-offs of troubled 
debt restructurings in 2015 or 2014.

During the year ended December 31, 2015, the one loan that had been modified during the year is performing. At December 
31, 2015, two loans were on non-accrual status while the other three were on accrual status and are performing in accordance 
with the modified terms.

At December 31, 2015, the balance of real estate owned includes $60 of foreclosed residential real estate properties recorded as a 
result of obtaining physical possession of the property. At December 31, 2015, there was no recorded investment of consumer 
mortgage loans secured by residential real estate properties for which formal foreclosure proceedings are in process.  

NOTE 4: PREMISES AND EQUIPMENT 
(In Thousands)
Major classifications of premises and equipment, stated at cost, are as follows:
                         2015   2014
Land  $  7,509  $  7,500
Buildings   27,600   27,632
Leasehold improvements   658   658
Equipment   14,647   14,108
Construction in progress   7   152
   50,421   50,050
Less accumulated depreciation   19,766   18,817

 Net premises and equipment  $  30,655  $  31,233

Construction in progress at December 31, 2015 and 2014 included various information technology projects and parking lot 
expansion.
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PROVIDING THE BEST VALUE

NOTE 7: FEDERAL HOME LOAN BANK ADVANCES
(In Thousands)
The Federal Home Loan Bank (FHLB) advances of $55,987 were secured by qualifying mortgage loans totaling $56,005 at 
December 31, 2014. Advances, at interest rates from .18% and .198%, were subject to restrictions or penalties in the event of 
prepayment. The FHLB advances were paid off during 2015 and there was no outstanding balance as of December 31, 2015.

NOTE 8: LINES OF CREDIT 
(In Thousands)
The Credit Union maintains a line of credit with Alloya Corporate Federal Credit Union at a rate to be determined by the 
lender when the funds are borrowed. At December 31, 2015 and 2014, the Credit Union had no outstanding balance on the 
line of credit but could borrow up to $7,500 as of December 31, 2015.

The Credit Union participates in the Borrower-In-Custody program with the Federal Reserve. The Borrower-In-Custody  
program allows the Credit Union to pledge automobile loans as collateral for borrowing at rates determined by the lender at 
the time of borrowing. The collateral is valued monthly by the Federal Reserve based on the terms of the pledged loans. As of 
December 31, 2015, the balance of loans pledged was $63,921 with a collateral value of $47,640.

The Credit Union also maintains a line of credit with the Federal Reserve at a rate to be determined by the lender as funds are 
borrowed. At December 31, 2015 and 2014, the Credit Union had no balance outstanding on the line of credit. The Credit 
Union could borrow up to 98% of the fair market value of securities pledged as collateral. At December 31, 2015, the fair value 
of the pledged securities was $212 and the maximum amount that could be borrowed was $208.

NOTE 6: MEMBERS’ AND NON-MEMBERS' SHARES AND SAVINGS ACCOUNTS
(In Thousands) 
The aggregate amount of member and non-members’ share accounts over $250 were $60,316 and $58,529 at December 31, 
2015 and 2014, respectively.

Categories of members’ and non-members’ shares and savings accounts at December 31 include:   

   2015   2014
Common shares  $  372,905  $  345,857
Share drafts   226,487   206,726
Money market accounts   89,526   82,844
Share certificates
 6 months or less   9,913   8,498 
 12 months   31,105   33,407
 18 and 24 months   16,514   21,379
 30 and 36 months   58,832   50,136
 48 and 60 months   61,559   63,143
Business certificates   1,371   1,375
IRA share certificates   34,880   35,192
IRA shares   17,223   16,349
Other shares   5,602   5,348
Public funds (Non-member shares)   14,438   19,650 
  $  940,355  $  889,904 

At December 31, 2015, the scheduled maturities of share, business and IRA certificates are as follows:

 2016  $  96,250
 2017   70,078
 2018   29,086
 2019   10,214
 2020   8,546
  $  214,174 
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NOTE 9:  REGULATORY MATTERS
(In Thousands) 
The Credit Union is subject to regulatory net worth ratio requirements administered by the NCUA. In addition, the NCUA 
has also established Risked Based Net Worth (RBNW) requirements for complex credit unions based on risk weighting  
formulas on specific assets, liabilities, and offbalance sheet items which qualify under the regulations. Failure to meet minimum 
net worth or RBNW requirements can initiate certain mandatory and possible additional discretionary actions by regulators 
that, if undertaken, could have a direct material effect on the Credit Union’s financial statements. Furthermore, the Credit 
Union’s regulators could require adjustments to regulatory capital not reflected in these financial statements. 

Quantitative measures established by regulation to ensure capital adequacy require the Credit Union to maintain minimum 
ratios (set forth in the table below) of net worth (as defined in the regulations) to assets (as defined) and RBNW ratios (as 
defined). Management believes, as of December 31, 2015 and 2014 that the Credit Union meets all capital adequacy require-
ments to which it is subject and no events have occurred since that date, which would change the Credit Union’s classification. 
The Credit Union meets the NCUA definition of a complex credit union as of December 31, 2015 and 2014. A credit union is 
considered complex if the RBNW ratio is greater than 6%. As of December 31, 2015 and 2014, the Credit Union’s RBNW 
ratios were 8.52% and 8.08%, respectively.

As of December 31, 2015 and 2014, the Credit Union’s net worth is categorized as well capitalized under the regulatory  
framework for prompt corrective action. To be categorized as well capitalized, the Credit Union must maintain a minimum net 
worth ratio of 7%.

December 31, 2015 $  88,639      8.52%  $  62,388  6.0%  $  72,787  7.0%
December 31, 2014  84,003 8.08%  62,409 6.0%  72,810 7.0%

NOTE 10: RELATED PARTY TRANSACTIONS
(In Thousands)
At December 31, 2015 and 2014, the Credit Union had loans outstanding to executive officers and directors (related parties), in 
the amount of $1,474 and $889, respectively.

In management’s opinion, such loans and other extensions of credit were made in the ordinary course of business and were 
made on substantially the same terms (including interest rates and collateral) as those prevailing at the time for comparable 
transactions with other persons. Further, in management’s opinion, these loans did not involve more than normal risk of  
collectibility or present other unfavorable features.

NOTE 11: EMPLOYEE BENEFIT PLANS
(In Thousands)
The Credit Union has a defined contribution 401(k) plan covering substantially all employees. Employees may make salary  
contributions up to the Federal limit. For every 1% of employee contribution, the Credit Union will make 0.25% match, up to 
a maximum of 1% of employer contributions to 4% employee contribution. The match must be approved by the Board of 
Directors on an annual basis. The Credit Union’s contribution charged to expense for 2015 and 2014 was $78 for each year.

The 401(k) plan has a profit sharing plan feature which allows for annual employer contributions. The non-discretionary  
contribution is 3% of eligible wages and the discretionary contribution is approved by the Board of Directors on an annual 
basis. The discretionary contribution approved for 2015 and 2014 was 1%. The Credit Union’s contribution charged to expense 
for 2015 and 2014 was $473 and $416, respectively.

The Credit Union also maintains an unqualified Section 457 deferred compensation plan for management level employees. 
Contributions charged to expense for plan years 2015 and 2014 were $18.

The Credit Union initiated a Supplemental Executive Retirement Plan (SERP). The Credit Union’s expense for the plan years 
2015 and 2014 were $335 and $308, respectively.
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Fair Value Measurements Using

NOTE 12: OPERATING LEASES
(In Thousands)
The Credit Union has several noncancellable operating leases, primarily for branch offices and ATMs, that expire over the next 
2 years. These leases generally contain renewal options for periods ranging from 2 to 5 years and require the Credit Union to 
pay all executory costs such as taxes, maintenance and insurance. The Credit Union leases a facility on Scott Air Force
Base from the Department of Defense. The Credit Union pays no rent and the lease reverts to the Department of Defense 
unless an extension is negotiated. Rental expense for these leases was $22 for the years ended December 31, 2015 and 2014.

Future minimum lease payments under operating leases are: 

 2016   21
 2017   21
 

Total minimum lease payments  $  42

NOTE 13: DISCLOSURES ABOUT FAIR VALUE OF ASSETS AND LIABILITIES
(In Thousands)
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between 
market participants at the measurement date. Fair value measurements must maximize the use of observable inputs and mini-
mize the use of unobservable inputs. There is a hierarchy of three levels of inputs that may be used to measure fair value:
 
 Level 1 Quoted prices in active markets for identical assets

 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 supported by little or no market activity and are significant to the fair value of the assets or  
           liabilities

As of December 31, 2015 and 2014, the Credit Union had no assets measured at fair value on a recurring or nonrecurring 
basis.

Recurring Measurements
The following table presents the fair value measurements of assets recognized in the accompanying consolidated balance sheets 
measured at fair value on a recurring basis and the level within the fair value hierarchy in which the fair value measurements 
fall at December 31, 2015: 

Mortgage servicing rights  $  384  $  -  $  -  $  384

Following is a description of the valuation methodologies and inputs used for assets measured at fair value on a recurring basis 
and recognized in the accompanying balance sheets, as well as the general classification of such assets pursuant to the valuation 
hierarchy.  There have been no significant changes in the valuation techniques during the year ended December 31, 2015.  For 
assets classified within Level 3 of the fair value hierarchy, the process used to develop the reported fair value is described below.

Mortgage Servicing Rights
Mortgage servicing rights do not trade in an active, open market with readily observable prices.  Accordingly, fair value is esti-
mated using discounted cash flow models.  Due to the nature of the valuation inputs, mortgage servicing rights are classified 
within Level 3 of the hierarchy. 

Management measures mortgage servicing rights through the completion of a proprietary model.  Inputs to the model are 
developed by the accounting staff and are reviewed by management.  The model is tested annually using baseline data to check 
its accuracy.



PROVIDING THE BEST VALUE

Scott Credit Union   -25-   2015 Annual Report

  December 31, 2015   December 31, 2014
                                                     Carrying Amount      Fair Value     Carrying Amount        Fair Value
Financial assets
 Cash and cash equivalents  $  163,108  $  163,108  $  127,180  $  127,180
 Held-to-maturity securities   206   212   767   796
 Loans held for sale   2,221   2,221   1,243   1,243
 Loans, net of allowance for loan losses   820,647   818,599   858,028   851,806
 Federal Home Loan Bank stock   1,368   1,368   1,368   1,368
 Interest receivable   2,100   2,100   2,307   2,307
 NCUSIF deposit   9,014   9,014   8,299   8,299
Financial liabilities
 Members' shares and savings accounts   940,355   941,844   889,904   889,527
 Interest and dividends payable   381   381   354   354
Unrecognized financial instruments
(net of contract amount)
 Lines of credit   0   0  0  0

NOTE 13: DISCLOSURES ABOUT FAIR VALUE OF ASSETS AND LIABILITIES (CONTINUED)
(In Thousands)
Level 3 Reconciliation
The following is a reconciliation of the beginning and ending balances of recurring fair value measurements recognized in the 
accompanying balance sheet using significant unobservable (Level 3) inputs: 

Realized and unrealized gains and losses for items reflected in the table above are included in net income in the statements of 
income as noninterest income.

Unobservable (Level 3) Inputs
The following table presents quantitative information about unobservable inputs used in recurring and nonrecurring Level 3 
fair value measurements other than goodwill at December 31, 2015.

Mortgage servicing
  rights  $  384  Discounted cash flow Discount rate 9.5%-10.5% (9.5%)
    Constant prepayment rate 10.0%-13.7% (10.7%)
    Probability of default 0.15%-0.34% (0.33%)

Fair Value of Financial Instruments 
The following table presents estimated fair values of the Credit Union’s financial instruments at December 31, 2015 and 2014.

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

Cash and Cash Equivalents, Interest Receivable, Interest and Dividends Payable and Federal Home Loan Bank Stock
The carrying amount approximates fair value.

  Mortgage Servicing Rights 

Balance, January 1, 2015   $  - 
Total realized and unrealized gains
  and losses included in net income  -   
Servicing rights that result from asset transfers  384    
Payments received and loans refinanced  -     
Balance as of December 31, 2015  384
Total gains or losses for the period included in
  net income attributable to the change in 
  unrealized gains or losses related to assets and 
  liabilities still held at the reporting date $ -  

Valuation Technique Unobservable Inputs
Range 

(Weighted Average)
Fair Value at

12/31/15
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NOTE 13: DISCLOSURES ABOUT FAIR VALUE OF ASSETS AND LIABILITIES (CONTINUED)
(In Thousands)
Held-To-Maturity Securities
Fair values equal quoted market prices, if available. If quoted market prices are not available, fair value is estimated based on 
quoted market prices of similar securities.

Loans Held for Sale
For homogeneous categories of loans, such as mortgage loans held for sale, fair value is estimated using the quoted market pric-
es for securities backed by similar loans, adjusted for differences in loan characteristics.

Loans
The fair value of loans is estimated by discounting the future cash flows using the market 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.

NCUSIF Deposit
The fair value of the NCUSIF deposit is cost, which represents redemption value. 

Members’ and Non-Members’ Shares and Savings Accounts
The fair values of noninterest-bearing and interest-bearing share draft accounts are equal to the amount payable on demand at 
the balance sheet date. Fair values for fixed-rate share certificates are estimated using a discounted cash flow calculation that 
applies rates currently offered on certificates with similar remaining maturities. 

Letters of Credit and Lines of Credit
The fair value of letters of credit and lines of credit is based on fees currently charged for similar agreements or on the estimat-
ed cost to terminate or otherwise settle the obligations with the counterparties at the reporting date.

NOTE 14: SIGNIFICANT ESTIMATES AND CONCENTRATION
(In Thousands)
Accounting principles generally accepted in the United States of America require disclosure of certain significant estimates and 
current vulnerabilities due to certain concentrations. Estimates related to the allowance for loan losses are reflected in the note 
regarding loans. The valuation of foreclosed assets acquired in satisfaction of loans is described in Note 1. Current vulnerabilities
due to concentrations of credit risk are disclosed in the note on commitments and credit risk. Other significant estimates and 
concentrations not discussed in those footnotes include:

General Litigation
The Credit Union is subject to claims and lawsuits that arise primarily in the ordinary course of business. It is the opinion of 
management that the disposition or ultimate resolution of such claims and lawsuits will not have a material adverse effect on 
the consolidated financial position, results of operations and cash flows of the Credit Union. 

The Credit Union is a defendant in a lawsuit filed by two individuals related to the irregularities in the loan portfolio discussed 
in Note 3. The suit asks for damages in the amount in excess of $50. Outside counsel for the Credit Union has advised that at 
this stage in the proceedings, an opinion cannot be offered as to the probable outcome. The Credit Union believes the suit is 
without merit and is vigorously defending its position. In the event of an unfavorable outcome, the Credit Union has insurance 
to cover losses above their deductible.

Allowance for Loan Losses
At December 31, 2015 and 2014, the Credit Union held $24,192 and $33,805 in business loans, respectively. As discussed in 
Note 3, irregularities were uncovered in this segment of the loan portfolio. While the Credit Union has recorded $18,029 in 
losses related to this matter, other losses could be realized in the next year that would be material to the financial statements.
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NOTE 15: COMMITMENTS, CREDIT RISK AND CONTINGENT LIABILITIES
(In Thousands)
Credit Risk
The Credit Union primarily grants real estate and consumer loans to members throughout Southwestern Illinois and St. Louis 
County, Missouri. Although the Credit Union has a diversified loan portfolio, new and used automobile loans comprised 
approximately 70% and 73% of the portfolio as of December 31, 2015 and 2014, respectively.

Standby Letters of Credit
Standby letters of credit are irrevocable conditional commitments issued by the Credit Union to guarantee the performance of 
a member to a third party. Financial standby letters of credit are primarily issued to support public and private borrowing 
arrangements, including commercial paper, bond financing and similar transactions. Performance standby letters of credit are 
issued to guarantee performance of certain members under nonfinancial contractual obligations. The credit risk involved in  
issuing standby letters of credit is essentially the same as that involved in extending loans to members. Fees for letters of credit 
are initially recorded by the Credit Union as deferred revenue and are included in earnings at the termination of the respective 
agreements. Should the Credit Union be obligated to perform under the standby letters of credit, the Credit Union may seek 
recourse from the member for reimbursement of amounts paid. 

The Credit Union had total outstanding standby letters of credit amounting to $550 and $847, at December 31, 2015 and 2014, 
with terms ranging from 4 months to 1 year.

Lines of Credit
Lines of credit are agreements to lend to a member as long as there is no violation of any condition established in the contract. 
Lines of credit generally have fixed expiration dates. Since a portion of the line may expire without being drawn upon, the total 
unused lines do not necessarily represent future cash requirements. Each member’s creditworthiness is evaluated on a case-by-
case basis. The amount of collateral obtained, if deemed necessary, is based on management’s credit evaluation of the counter-
party. Management uses the same credit policies in granting lines of credit as it does for on-balance-sheet instruments.

At December 31, 2015, the Credit Union had granted unused lines of credit to borrowers aggregating approximately $1,144 
and $75,700 for commercial lines and open-end consumer lines, respectively. At December 31, 2014, unused lines of credit to 
borrowers aggregated approximately $1,003 for commercial lines and $83,775 for open-end consumer lines. 

NOTE 16: SUBSEQUENT EVENT
(In Thousands)
Subsequent events have been evaluated through the date of the Independent Auditor’s Report, which is the date the financial 
statements were available to be issued.
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www.scu.org

Member Service Center
(618) 345-1000

800-888-4SCU(4728)

Mortgage Services Department
(618) 632-1111

MemberLink 24-Hour Account Information Line
(618) 346-LINK(5465)

800-MEM-LINK(636-5465)

SCU Online
www.scu.org

SCU Business Services
(618) 406-6814

Scott Credit Union is an Equal Opportunity Employer.

Scott AFB
302 W. Winters Street

Scott AFB, IL 62225-1602

East Belleville
648 Carlyle Avenue

Belleville, IL 62221-6292

Fairview Heights
555 Lincoln Highway

Fairview Heights, IL 62208-2111

Collinsville
1100 Belt Line

Collinsville, IL 62234-4367

O'Fallon
712 W. Highway 50

O'Fallon, IL 62269-1920

Edwardsville
1067 S. State Route 157

Edwardsville, IL 62025-3657

Waterloo
1019 N. Illinois Route 3

Waterloo, IL 62298-3288

Highland
12455 State Route 143
Highland, IL 62249-1071

Caseyville
2134 S. Morrison Avenue

Caseyville, IL 62232-2612

West Belleville
4807 West Main Street

Belleville, IL 62226-4722

Millstadt
548 E. Washington, Ste. 2
Millstadt, IL 62260-1287

Mascoutah
1248 West Main Street

Mascoutah, IL 62258-1060

Troy
501 Edwardsville Road

Troy, IL 62294-1353

Wood River
570 Wesley Drive

Wood River, IL 62095-1972

Edwardsville Home Office
101 Credit Union Way

Edwardsville, IL 62025-3504


