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EXECUTIVE SUMMARY

The Government Performance Results Act of 1993 (Results Act) seeks to improve the effectiveness,
efficiency, and accountability of federa programs. The Results Act requires government agencies to
develop strategic plans, annud performance plans, and performance reports. The agency performance
plan must dso include objective, quantifiable, and measurable performance gods. Naturd person and
corporate credit unions periodicaly report their financid statusto the Nationa Credit Union
Adminigration (NCUA) using call report forms 5300 (5300) and 5310 (5310) respectively. NCUA
has identified the call reports as key data sources to measure progress in achieving agency strategic
gods mesting the requirements of the Results Act.

We performed areview of the NCUA-identified gods using cal reports as data sources for the year
1999 and to alesser extent 2000. The purpose of our review was to evaluate and determine the
reliability of credit union cal report information identified as Results Act performance measurements.

Our primary review procedures included reviewing Results Act requirements as gppropriate for NCUA;
reviewing NCUA plans and guidance for call reports; interviewing NCUA gaff; and reviewing cdl
report documentation. Because of the agency-identified gods utilizing call reports, primary agency
offices for the review included the Office of Strategic Planning (OSP), the Office of Examination and
Insurance (E& 1), the Office of Corporate Credit Unions (OCCU), and the Office of Community
Development Credit Unions (OCDCU).

Timely information is critical to ensure gppropriate regulatory action. We found that dl other federd
financid regulators require quarterly cal report information from their insured ingtitutions. Credit union
cdl reports are available semi-annualy from al natura person credit unions with assets less than $50
million and quarterly from credit unions with assets greater than $50 million. Because of the size of a
sgnificant number of federaly insured credit unions, credit unions representing the vast mgjority of
assats are submitting call reports each quarter.  In ingtances where full information is avallable for all
natural person credit unions twice ayear, the agency attempts to remedy the Situation by using
examination information. However, thisis an imperfect Stuation and can result in delayed or incorrect
information available to agency management in making corrections to plans and measuring god
achievement.

Cdl report information is avallable on amorthly basis from dl corporate credit unions. We commend
the OCCU for its system of monthly call reports from corporate credit unions and the monthly update
reports prepared by staff. The reports and follow-up provide timdy information to adjust, as needed
regulatory efforts.

Overdl, we concluded that the call report system, and the methods used by the agency in verifying and
vdidating the cal report information for the identified gods, is gppropriate. Our report provides Sx
recommendations for consideration and system improvement.



BACKGROUND

The Government Performance Results Act of 1993 (Results Act)
seeks to improve the effectiveness, efficiency, and accountability of
federa programs by requiring federal agenciesto set godsfor
program performance and to report on annua performance compared with the gods. The Results Act
requires government agencies to develop strategic plans, annud performance plans, and performance
reports. The performance plan must be consstent with the strategic plan and cover each program
activity sat forth in the budget. In addition, the performance plan must aso include objective,
quantifiable, and measurable performance goads. Performance plans are intended to indicate annua
steps taken by agencies to meet their Strategic misson.

Government Performance
Results Act (Results Act)

The Results Act requires an annud report to the President and Congress. The report should:
Include performance indicators dong with the actua program performance achieved,

Described program results in terms of whether the performance failed to meet the criteriaof a
minimaly effective or successful program;

Review the success of achieving the performance gods of the fiscd year;

Evauate the performance plan for the current fisca year relative to the performance achieved
toward the performance godsin the fiscal year covered by the report;

Explain and describe, where a performance goa has not been met;
Describe the use and assess the effectiveness in achieving performance gods of any waiver;

Include the summary findings of those program eva uations completed during the fiscal year covered
by the report; and

Indicate the functions and activities ... to be inherently governmentd functions.

The perceived basis and the underlying purpose for an Inspector General community
rolein the Results Act implementation and performance measurement isto evauate
actions taken and to assst their respective agencies in improving program efficiency, effectiveness, and
accountability in the Federd Government.

Review Plan

Natural person and corporate credit unions periodicaly report financid statusto NCUA using call
report forms 5300 (5300) and 5310 (5310) respectively. NCUA has identified the call reports as key
data sources to measure progress in meeting a number of agency srategic goas. Because NCUA has
identified the call reports as key data sources, the Office of Inspector Generd (OIG) sdlected the call
reports system for itsfirst Results Act review. The review focused on the measures reported for 1999,
because this data represents actud results of operations, and should have supporting data. The review
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included the following goals utilizing 5300 or 5300 reports as data sources in the 1999 and 2000
NCUA Annua Plans. (1999) 1.3, 1.4, 1.6, 2.1, 3.1, 3.2; and (2000) goas smilar to the 1999 goas)
11,1341 and4.2.

Review Objective

The review objective was to evauate and determine the rdiability of credit union call report (forms
5300 and 5310) information identified as Government Performance Results Act Performance
measurements.

Review Scope
The review scope focused on:
Limited legd and regulation review to Government Performance Results Act (Results Act)
NCUA 2000-2005 strategic plan
NCUA 1999 and 2000 annual plans
NCUA 1999 performance report to the Office of Management and Budget (OMB)

Review M ethodology

The review methodology included:
An identification and evauation of Results Act requirements regarding measurements, and
particularly data vadidation and verification

An evauation of NCUA 2000-2005 Strategic plan; NCUA 1999 and 2000 Annua Plans; and
NCUA 1999 Performance Report to determine how:.
1. Cal reports (5300 and 5310 reports) were incorporated into agency annua plans
Measurements are identified and their validity
Agency identified measurements measure the goas
Agency annud plans address dtrategic plan cal reports
Cal report information is verified and vaidated (Results Act, Sec. 4, (b), a)
Cdl report information is reported to the OMB

o ubkwN

Discussonswith NCUA saff and review of documentation to determine and evauate the
relationship of cal report information to strategic and annud plans, and annua performance

reporting.

Verification and Vdidation (V& V) of credit union detaiis consdered
by the Office of Strategic Planning (OSP) as an Office of Examination
and Insurance (E& 1) and examiner respongbility, with both being able
to perform database queries. Examiners, regions, and E& | review 5300s for reasonableness and
accuracy. For the 1999 Annua Plan, E& | performed queries regarding numbers for credit union
activity for each goa. The query results were sent for verification or confirmation of results, to the
variousregions. Regions would respond on changes in strategies and this information was consolidated

Verification, Validation,
and Internal Controls




into the E& | report that was sent to OSP. Corporate examiners, Office of Corporate Credit Unions
(OCCU), and supervisors determine accuracy and reasonableness of 5310s.

Verification and vaidation (V& V) of 5300 and 5310 information is performed at a number of levels
from the initid submisson of datato the central office at NCUA. The examiner isthe key NCUA
person to ensure vaidity and consstency in 5300 and 5310 information. Credit unions are required by
NCUA to prepare periodic financial statementsin accordance with Generally Accepted Accounting
Principles (GAAP). GAAP provides auniform system to validate financid information by externa
auditors and examiners with the accounting records. Credit unions are required to prepare and submit
periodic financid statementsto NCUA at least on a semi-annua basis. Examiners review 5300
information when reports are submitted by credit unions and during annua examinations. Corrected
5300 forms are submitted by credit unions when errors are discovered and corrections are necessary.
Regiond offices and E& | perform queries on data after 5300s are submitted. E& | reviews monthly
reports (dlocation and losses), and monthly reports from regions (reserving and federaly insured credit
unions CAMEL coded 4 and 5). 5300 Regiond offices report 5300 information in monthly
management report.

The Office of Community Development Credit Unions (OCDCU) indicated that in 1999 and 2000 no
V&V was performed on 5300 datafor Limited Income Credit Unions (LICUs). OCDCU rdieson
examiners and E& | to perform V&V to ensure the integrity of the 5300 system. OCDCU prepares
periodic management reports from the 5300 database using ACCESS software. OSP indicated that
there is adisconnect between OCDCU and examiners (OCDCU does not have control over examiners
for information or accomplishing gods). In 2000 some of the 1999 OCDCU goals were moved to
God 1, which now agppliesto dl federaly insured credit unions (FICUs) not just LICUs. Quarterly,
regions prepare and submit to OCDCU Small Credit Union Program (SCUP) summary data reports.

Comments from Director Office Credit Union Development (formerly OCDCU):

As the office responsible for the monitoring, we are to provide any aberrations noted in the
available information to the oversight office but should not be expected to have direct
involvement with the examiner staff. We do note a need to ensure proper coding of low-income
designated credit unionsin our Management Information System. The Office of E& I and this
office have addressed this with the regions to ensure proper reporting of the designation.

Twenty-five to thirty percent of FICU assats are in the form of investments and depositsheld in
corporate credit unions. OCCU andysts are assigned specific corporates to monitor. There are
monthly meetingsin OCCU for planning and discussion purposes to monitor corporate credit unions
activities and progress. Corporate examiners and group supervisors prepare monthly status reports on
assigned corporates for the Director OCCU. The OCCU prepares quarterly update reportsto NCUA
Board detailing corporate credit union status. In 1999 the Director OCCU prepared quarterly update
reports for OSP. In 2000 there was no specific goa related to the corporate program and accordingly
quarterly reports were not prepared in 2000. However, OCCU provides monthly corporate
information in the NCUA Management Report. The office dso determines that the safety and



soundnessissues and other agency strategic goals are addressed asthey relate to dl federdly insured
credit unions.

Internal controls

E& | performs validity checks via accounting edits (such as assets must equd liahilities), queries and
reports as a part of interna controls to ensure validity and consistency of deta. There are built in edits—
critical and warning. The examiner is given 1 hour of time per credit union to check the 5300 when it
arrives from the credit union (basically to ensure report can be uploaded — no time for anadlyss). The
agency is exploring the possibility of providing additiond time for examiner verification of 5300
information. At the present time thereis no check box to indicate the examiner has reviewed and taken
action as needed for the warning edits. Text fields can be problematic in that a*“none’ answer can be
read as 1. The examiner istasked to check validity of 5300 reporting during the credit union
examingtion.

A part of interna controls for the corporate credit unionsis the OCCU and corporate examiners
obtaining and reviewing for reasonableness and accuracy monthly financid and other information reports
from corporates. Examiners are intimately familiar with assigned corporate Since each examiner is
assigned only one or two corporates.

During discussions with the Director of Strategic Planning (DSP), he indicated
Strategy Changes | that there were strategy changes from 1999 to 2000 and 2000 to 2001 as a

result of goal accomplishment and goal changes. At the time of our review the
DSP was findizing the 2001 annua plans and preparing the preliminary 2002 plan. In accordance with
Instruction #9501, quarterly update or progress reports are submitted by goa managers to the DSP.

The DSP is emphasizing to regions and office directors to write their part of monthly management
reportsin the format and style of the strategic plan and performance plan requirements. That way they
would only need to write the information once and it can readily be incorporated into the quarterly
progress reports and semi-annua and annua progress reports the OSP prepares for OMB. Our
review found that the agency is making progress in this area and the processis evolving. Analytical
assistance to the OSP is provided by detailed staff and E&I. It isimportant that the OSP have their own
staff to independently analyze information. To provide additional assistance in the OSP, the DSP
requested additional resources in the 2001 budget request.



PLANNING AND REPORTING ON GOAL PERFORMANCE

Strategic Planning The Results Act (Section 3 — Strategic Planning) requires the following to be
included in the agency drategic plan:

Misson statement

Generd gods and objectives

Description of how the goals and objectives are to be achieved

Description of how performance gods in plan related to generd gods and objectives in Strategic
plan

Identify key factors externd to the agency could sgnificantly affect achievement of gods and
objectives

Description of program evauations used in establishing/revisng generd gods and objectives

We reviewed the agency strategic plan and found that basicaly the requirements for strategic planning
were included for gods utilizing 5300 and 5310 information and dl of the goals had outcome goas and
performance measures.

NCUA Ingtruction 9400.1 provided guidance for the strategic and annua plans; and the Results Act
committees. Agency guiddinesfor implementation of the annud plans areincluded in NCUA
Instruction 9501. 1n 1999 god managers received performance measures from the Director Strategic
Panning (DSP). The Office of Examination and Insurance (E& 1) provided leadership for the god
managers. The Strategic Management Council (SMC) isthe internal management committee that
provides input for planning changes. The SMC is comprised of certain agency senior management, and
certain centrd office and regiona management. The SMC is scheduled to meet quarterly for planning
purposes. We found that the SMC has not met each quarter. The gods leaders provide goa progress
reports to the DSP and the DSP provides Results Act committee oversight. Committees have informa
meetings with no minutes. The committees provide drafts of plansfor review and comment by agency
management. During 2000 the DSP recelved god progressinformation from data providers, primarily
E&| and the Office of Chief Financid Officer (OCFO). The DSP provides quarterly progress reports
to the Executive Director and NCUA Board. In addition, the DSP and some centra offices provide
progress update information in the monthly management report. Quarterly reports from the god
managers are primarily data information.

Comment from Director Office Srategic Planning:

The agency isin the process of developing a formal charter for the SVIC and establishing regular
meeting dates of the Friday following the NCUA Board meeting during January, March, May,
July, September, and November. The agency will begin the Results Act required update of our
Strategic Plan this month. This update will include annual performance goals for each year of
the strategic plan formally tying the two together. Also included in this update is a formal re-
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write of NCUA Instruction 9501 which will formally layout our Strategic and Annual planning
process, provide regional and central office requirements and set due dates for inputs to the
guarterly reports and annual performance reports and plans.

It isthe DSP respongbility to ensure Results Act mandates are incorporated in the agency strategic and
annua plans and that the mandates are met. DSP and mandates are given oversight by NCUA Board
assgants. The DSP indicated the annua plans flow from the strategic plan and to the annua
performance report to OMB. However, there is no formalized process now. NCUA hired a
contractor to provide assistance with planning.

The DSP coordinates goa groups and mandates were reviewed and incorporated into the 2000 plan.
Mandates are incorporated during strategic planning. In 1999 NCUA hired a consultant to address
Results Act, strategic plan, and annua process. Thereisinvolvement by Senior Staff Persons (SSP)
during meetings and comment periods. “Situation Groups’ for various interest areas were appointed
such as the Office of Chief Information Officer (OCIO) for technology. The Office of Strategic
Planning (OSP) reviews offices operating plans. Annud plans are living documents and the agency
should follow-up and follow-through on plans. The Office of Examination and Insurance (E&I) in charge
of the credit union examination program, relies on the DSP to ensure requirements are met. In 1999
E& 1 wrote NCUA plan, performance requirements, and project ligtsin E& | to accomplish srategic
plan and office annud plan.

In our review of NCUA grategic planning we found that in 1999 the agency assigned goa managers
and in 2000 the agency assigned team leaders charged with the responsbility of ensuring that outcome
and performance gods were accomplished. The appropriate central and regiond offices asssted the
god managers and team leaders. The Director of E& | was responsible for natura person credit union
gods. The Director of Office of Corporate Credit Unions (OCCU) was responsible for the corporate
credit union god. The Director of the Office of Community Development Credit Unions (OCDCU)
was respong ble for the 1999 low-income credit union related goals. NCUA determined there was a
need for more interaction with the regions regarding some 1999 OCDCU gods. Accordingly, a
Regiond Director (RD) was assgned as the god manager for the gods reated to increasing credit union
membership, increasing limited-income credit unions, and increasing limited income credit union
membership.

In 1999 and 2000 teams of staff with gppropriate expertise were assgned and met with the goal and
team leaders to develop or revise strategies and after agency comment and gpprova, to implement
srategies to accomplish the assigned goals. Goa managers were respongble to provide quarterly
progress reports to the OSP.

The 2000 progress reports are primarily data with limited analyss. The DSP indicated the 5300 and
5310 processis not well identified in the strategic and annud plans to quantify and measure agency
mission and Strategic goas. In 1999 goa managers prepared quarterly progress reports including
numbers, problems, and strategies to fix the problems. E& | prepares management reports with 5300
related numbers for the goal managers. In addition, E& | conducts meetings on progress towards goals.
A gquarterly project list from E& I is submitted to OSP. E&| and other centra offices report god
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progress made in monthly management report (management report is consolidated for dl offices and
regions).

For 2000, per the DSP, there was limited manager goal input, with the goas being developed by OSP.
RDs and initid goa groups were involved in developing the performance indicators. For the 2001 plan,
an Associate Regiona Director and team addressed issues.  For 2000 an Associate Regiona Director
(ARD) headed the committee; and for 1999 a committee representing each region addressed issues and
sent drafts to the regions for comments and then a report was presented to the NCUA Board.
Performance measures are communicated to staff through annua plans and progress reports. At the
present time no externad benchmarks are used in interpreting performance indicators. Historicd NCUA
basdline informationis used. FDIC has agood plan FDIC isfollowing. DSP would like to use Federd
Financid Examination Council) (FFIEC) information.

The Results Act (Section 4 — Annua Performance Plans and
Reports) requires the following to be addressed in the agency annud
performance plan

Annual Performance Plan

Performance gods

Godsin objective, quantifiable, and measurable form

Operational processes

Performance indicators

Comparison of actua program results with the established performance goa's
Describe means used to verify and vaidate measured vaues

oSubkwhNE

Our review of the 1999 and 2000 Performance Plans found that basicaly the Results Act requirements
were met for the goals of thisreview (Goas 1.3, 1.4, 1.6, 2.1, 3.1, and 3.2and goals 1.1, 1.3, 2.1,
3.1, 4.1 and 4.2 respectively), utilizing forms 5300 and 5310 for performance measurements.

RECOMMENDATION: None. However, we believe the agency should continue to review and
revise the grategic plan and annua performance plans as necessary to address changing conditions and
god completion.

The Results Act requires each agency to develop annua operating plans
addressing each mgor program area. NCUA Instruction 9501, Section 5,
requires operating plans of that office contributing to Results Act god accomplishment. The plans must
include action plans and were to include:

- Action steps;

- Milestones,

- Respongble individuas, and

- Resource requirements

Operating Plans




We obtained and reviewed available 1999 operating plans for the offices utilizing 5300 or 5310
information as data source for goas. The purpose of the review was to determine how office operating
planstiein with the agency strategic and annua plans. We reviewed plans from E& I, OCCU,
OCDCU, and dl six regions. The Director of E&| was the goa manager for Gods 1.3, 1.4, and 2.1.
The Director of OCCU was the goad manager for God 1.6. The Director of OCDCU was the goa
manager for Goa 3.1 and co-manager with the Director of E&| for God 3.2.

We found that the operating plansfor al goals addressed the required Strategies, action steps,
milestones, respongble individuals and resources. The plans and actions gppeared reasonable.
However, the information provided did not tie actions to accomplishment of gods. Most of the actions
to accomplish god 1.6 were accomplished at the time the plan was prepared. Also, E& | Goas 1.3,
1.4, and 1.5 were listed together with limited specific Srategies, action steps, milestones, responsible
Individuals, and resourcesto address goals. For E& | God 2.1 no Strategy was indicated and the
action stlep was to “monitor performance and take appropriate action within statutory guidance.” E&l
God 3.2 included basic drategies, action steps, milestones, respongble individua, and resources.
However, it was not clear how this would meet the god of increasing credit union members served by 3
percent (i. e no numbers were identified with the actions).

Our review of the 1999 sx regiona operating plans found that the plans agreed with the E& | and
OCDCU godswith additiona detail. Two of the regions commented that we do believe that there
needs to be some type of review and comparison of the fina plans submitted by the Six regions. This
comparison should be performed by the DSP or, as an dternative, by representatives of the six regions
plusthe OSP. An opportunity for fine-tuning of the Regiond Plans then needs to be made available to
the regions. Additionaly, one region commented such a comparison will help to ensure consistency
across regions and ultimately result in more effective planning by dl theregions. And, in hindsght, it
may have been worthwhile to have a nationa planning mesting for the regionsto assst in developing
thelr plans.

Comment from Director Office Strategic Planning:

OHRiscurrently reviewing the position description for a Srategic Planning analyst and Director
Strategic Planning plans call for a Srategic Planning Reports analyst (this last position has yet
to be approved for hiring). Once both staff members are on board, time should be available to
accomplish regional and central office Operating plan reviews and to hold regional or national
planning meetings.

We reviewed the 1999 and 2000 annual operating plans for the OCCU. We reviewed the
documentation with emphasis on the 5310 plan; vdidation and verification efforts, and results reporting.

We found that the 1999 OCCU plan addressed the only god charged to the office, Outcome God 1.6,
to “Ensure that corporate credit unions operate within a reasonable level of risk in order to maintain their
role asa provider of liquidity and financid servicesto the credit union industry.” The Performance God
was to ensure 100 percent of corporate credit unions on amonthly basis met minimum capitd levels and
net economic vaue per NCUA requirements. Plan strategies to ensure god accomplishment included
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on-Ste presence a some corporates, developing anew risk rating system; emphasizing the Net
Economic Vaue (NEV) determination process, contracting for an independent review of corporate
automated network; and establishing a Corporate Examination Review Task Force.

The NCUA 2000 annua plan did not contain a specific goad charged to OCCU. However, in the 2000
OCCU operating plan, the office committed to supporting NCUA’ s Strategic Plan 2000-2005 and
Annua Performance Plan 2000 adopted by the NCUA Board. The OCCU plan specificaly addressed
Outcome Goals 1.1, 1.2, 2.2, 2.3, and 3.2.

NCUA Progressin NCUA initsannual plans addressed strategic gods and its approach in
M eeting Goals working with crediit unions, including:

1999 Plan

- Promote system of financidly sound, well-managed federaly insured credit unions.
Protect member savingsin federdly insured credit unions, thus promoting public confidence in the
credit union system.
Provide aregulatory environment that promotes credit union service to people of modest means, as
well asto other digible consumers.
Ensure that credit union consumers get the benefits and protections afforded them by law and
regulation.

2000 Plan
Promote a system of financidly sound, well-managed federdly insured credit unions able to
withstand economic voldility.
Ensure that credit unions are prepared to safdy integrate financia services and emerging technology
in order to meet the changing needs of their members.
Cregte aregulatory environmert that will fadilitate credit union innovation to meet member financia
service expectations.
Enable credit unions to leverage their unique place in the American financia services sector to make
sarvice available to dl Americans who are not currently being served, particularly those of modest
means.
Enhance NCUA'’ s organizationa ability to serve as a proactive partner with the credit union
community in addressing the challenges of the 21% century.

Natura person and corporate credit unions periodically report ther financid statusto NCUA using cdll

report forms 5300 and 5310 respectively. NCUA has identified the call reports as key data sourcesto
measure progress in meeting anumber of agency drategic goas. Because NCUA hasidentified the call
reports as key data sources, the Office of Ingpector General (OIG) selected the cal reports system for

itsfirst Results Act review. The review focused on the measures reported for 1999, because this data

represents actua results of operations, and had supporting data.
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1999 and 2000 Outcome Goals
In the NCUA 1999 and 2000 Annuad Plans the following Outcome Goal's were identified utilizing call
reports (forms 5300 or 5310) as data source:

1999 Qutcome Goals

1.3 - Ensurethat federaly insured credit unions are adequately capitalized.

1.4 - Improve financid soundness of credit unions with negative financid indicators.

1.6 - Ensurethat corporate credit unions operate within areasonable risk....

2.1 - Maintain the hedthy financia performance of the National Credit Union Share Insurance Fund

(NCUSIF).

3.1 - Promote successtul, financidly hedthy, low income credit unions and credit unions serving
the underserved.

3.2 - Increase accessto credit unions for underserved individuas and for dl other digible
CONSUMES.

2000 Outcome Goas smilar to 1999:

1.1 - Ensurethat federdly insured credit unions are financidly hedthy, (god smilar to 1.3 for
1999).

1.3 - Maintain the healthy performance of the NCUSIF, (god similar to 2.1 for 1999).

4.1 - Increase the number of credit union members, (god similar to 3.2b for 1999).

4.2 - Increase credit union service to low-income and underserved aress, (god smilar to 3.2afor
1999).

1999 Goals

NCUA established fifteen performance goals for 1999, including six gods utilizing cdl reports. The
agency reported that al but two goas were met. Godls utilizing 5300 information that were not met
included parts of God 3.1 and 3.2. They included God 3.1a (reduce by 10% the number of low-
income designated credit unions with net capital of less than 6%) and Goad 3.2b (increase the number of
federal credit union members served by 3%).

NCUA Instruction 9501 (3/23/99) required god managersto report quarterly on progress toward
achieving the NCUA Board gpproved 1999 Annua Plan gods. The report for the quarter ending
March 31, 1999, was the first report after the instruction. The report contained comments for al 5300
Outcome God's and the report indicated satisfactory progress was being made in each god, dthough
timely data collection is a problem for several godsin severa program areas. The DSPin aMay 1999
memorandum stated, “The primary lesson learned relates to data collection. Currently, we measure
many of our gods viathe 5300 data collection program. This datawill not be avalable until August of
1999 and February of 2000. Datatimelinessisa problem. We collect data so we can monitor
program gods and modify our strategies if that data shows that we are not achieving the desired results.
Therefore, if possble, we must devise dternative ways to measure the goals we have established. If not
possible, we should certainly avoid this Stuation in the future.”
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The report for the quarter ended June 30, 1999, indicated satisfactory progress was being madein each
god. The agency reported that satisfactory progress was being made in dl the performance gods
except 3.1aand 3.2b for the third quarter 1999. Because of lack of gtaff and time, the Office of
Strategic Planning (OSP) indicated there was not enough time to write a progress report for the quarter
ending December 31, 1999, and adso write the annual performance report to Office of Management and
Budget (OMB). Accordingly, only the report for OMB was prepared for 1999.

The agency provided the following quarterly report information for the gods:

Quarter Ending March 31, 1999

God 1.3 (Ensure that federdly insured credit unions are adequately capitaized)— The report stated:
“Thegod...wasmet 12-31-98. Thisraises severd questions. Wasthe god not sufficiently ambitious?
Were the number of undercapitaized credit unions reduced by 7% in a Sx month period because of
NCUA'’ s extraordinary supervison activity? How many of the origind 372 credit unions were merged
or liquidated? Office of Examination and Insurance (E& 1) has been asked to provide this information
and it will beincluded in the next quarterly report.” And: “Datafrom the 5300 ... will not be available
until August 1999. E& | will devise an dternative means of tracking ...” Asof March 31, 1999, the
number of credit unions (CUs) that have net capita of less than 6 percent was not available.

God 1.4 (Improve financid soundness of credit unions with negative financid indicators) - The report
indicated numbers of CUs with negative financid indicators (number of CUs with return on assets of less
than .5%) was not available and stated: “Datafrom 5300 ... will not be available until August 1999.
E& | will devise an dternative means of tracking ...”

Goal 1.6 (Ensure that corporate credit unions operate within a reasonable risk) — The report indicated
that al corporate credit unions (CCUs) were meeting regulatory requirements for minimum capital and
maximum change in Net Economic Vaue (NEV).

Goal 2.1 (Maintain the hedthy financid performance of the Nationd Credit Union Share Insurance
Fund) — The report indicated the agency met the god of maintaining the NCUSIF equity ratio of 1.3
percent with a projection for year-end of +1.3 percent.

God 3.1 (Promote successtul, financidly hedthy, low income credit unions and credit unions serving the
underserved) — The report indicated no number of CUsfor March 31, 1999, and stated:  “ Office of
Community Development Credit Unions (OCDCU) has the same problem as E& | — 5300 data not
available until August and February.” The god manager added 9 new strategies to accomplish the godl.

God 3.2 (Increase access to credit unions for underserved individuas and for dl other digible
consumers — The report did not indicate the number of potentid members for March 31, 1999. The
OSP wanted to know why the god for the number of potential members from low-income areas was
exceeded (for year) in thefirst quarter. The reason this happened was that severa large CUs were
designated low-income. The report further stated that for thisgod: “Interim data on this measure will
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not be avalable until the mid-year 5300 reports are processed in August 1999.” Goa manager added 9
new drategies to accomplish thisgod.

Note: Instruction 9501 indicates that the goa manager isto provide an assessment of performance
againgt budgeted FTE sand dollars. In the quarterly reports for March 31, 1999, god managersfor 5
of the6 goals (1.3, 1.4, 1.6, 3.1, and 3.2) did not provide the required assessment of performance
agang budgeted FTE s and dollars.

Quarter Ending June 30, 1999

God 1.3 (Ensure that federaly insured credit unions are adequately capitdized) — The report Sated: “It
was agreed last quarter to use the 12-31-98 figure (for CUs with net capita of less than 6%) asthe
basdline rather than the 6-30-98 figure. The god thus becomes 347 minus 7%, areduction of 24, for a
total of 322 undercapitdized credit unions by 12-31-99. Data from the 5300 Call Report was not
available until August 1999. Therefore, E& | has been tracking the origind 347 undercapitaized
Federdly Insured State Chartered Credit Unions (FISCUs) through other means. Of the origina 347
undercapitalized FISCUs, 32 CUs have been removed. This exceedsthe goa of 24. Of the 32, 16
were removed due to merger, liquidation, or purchase and assumption. Remova due to merger,
liquidation or purchase and assumption accounted for 50% of the reduction. Use of a dtic, rather than
adynamic lis of CUs may be producing atificidly podtive results. Cal report datais available
biannualy, sgnificantly beyond the end of the quarter. Thisisaproblem because timely datais needed
in order to monitor performance. This concern appliesto Outcome God 1.4, aswell. Usng the gatic
list, 315 CUs remain undercapitaized. However, the 5300 Call Report (for 6/30/99) indicates that 339
CUs are undercapitalized. This means that while we have resolved the capitalization problem of 32
CUs, 24 new CUs have developed capitdization problems.”

As of June 30, 1999, there was an actua net reduction improvement of 8 CUs to 339 undercapitalized
(12/98 CUs 347 less 6/99 CUs 339 = 8 net improvement). It is mideading to show 315 credit unions
as undercapitalized when the true net reduction shows 339.

God 14 (Improve financid soundness of credit unions with negative financid indicators) - The second
report stated: “ It was agreed last quarter to use the 12-31-98 figure as the basdine rather than the 6-
30-98 figure. The god thus becomes 214 minus 7%, areduction of 15, for atotal of 199 CUs by 12-
31-99. Datafor the 5300 Call Report was not available until August 1999. Therefore, E& | has been
tracking the origind 214 CUs through other means. Of the original 214 CUs 37 have been removed.
This exceedsthe goa of 15. Of the 37, 12, 32% were removed due to merger, liquidation or purchase
and assumption. The 5300 Cal Report data indicates that 209 credit unions had a return on assets
(ROA) of lessthan .5% and net capita of lessthan 6%. Again, while 37 CUs have been removed from
the origind list, 32 new CUs have been added.”

As of June 30, 1999 there was an actud net reduction of 5. With 209, the 177 listed as of June 30,
1999, ismideading. E& | has been tracking the origina 214 through other means.
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Goal 1.6 (Ensure that corporate credit unions operate within a reasonable risk) — The report indicated
that al corporate credit unions were mesting regulaory requirements for minimum capita and maximum
change in Net Economic Vaue (NEV). The god manager did not provide an assessment of
performance againgt budgeted FTE' s and dollars for the quarter ending June 30, 1999.

God 2.1 (Maintain the hedlthy financid performance of the Nationa Credit Union Share Insurance
Fund) — The report indicated the agency did not meet the god of maintaining the NCUSIF equity ratio
of 1.3% for the quarter ending June 30, 1999. However, the projection for year-end was for aratio of
+1.3 percent.

God 3.1 (Promote successful, financidly hedthy, low income credit unions and credit unions serving the
underserved) — The report stated: “ As of 6/30/99 there were 499 low-income credit unions. This
represents a 6.25% increase over year end 1998. The god is 13% and we are very closeto target to
meet that god.”

God 3.2 (Increase access to credit unions for underserved individuas and for al other eigible
consumers) — The report stated: “As of June 30, 1999 there are 44.1 million federd credit union
(FCU) members. This represents a 1% increase over the 43.8 million figure. (43.8 million isan actud
figure. The 44 million figure included in the annud plan was an estimate)) The annualized god is 1.5%.
We are behind that god.”

Quarter Ending September 30, 1999

God 1.3 (Ensure that federdly insured credit unions are adequately capitalized) - The report stated: * Of
the origind 347 undercapitdized federaly insured CUs, 48 CUs have been removed. This exceedsthe
god of 24.” This gatement istrue. However, the report did not take note of any new CUs being
added to theligt.

God 1.4 (Improve financid soundness of credit unions with negative financid indicators) - The report
gated: “ Of the origind 214 CUs, 43 have been removed. This exceedsthe god of 15.” This Satement
istrue. However, the report did not take note of any new CUs being added to the li<t.

God 1.6 (Ensure that corporate credit unions operate within a reasonable risk) — The report indicated
that al corporate credit unions were meeting regulatory requirements for minimum capitd and maximum
changein Net Economic Vaue (NEV). The goad manager did not provide an assessment of
performance against budgeted FTE' s and dollars for the quarter ending June 30, 1999.

God 2.1 (Maintain the hedlthy financid performance of the Nationa Credit Union Share Insurance
Fund) — The report indicated the agency met the god of maintaining the NCUSIF equity ratio of 1.3
percent, with a projection for year-end of +1.3 percent.

God 3.1 (Promote successful, financidly hedlthy, low income credit unions and credit unions serving the
underserved) — The report stated: “... The goad manager will take severa steps to encourage improved
performance for thisgoa.” (Alert each RD of status; make certain each undercapitdized low income
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credit union (LICU) isincluded in the regiona Small Credit Union Program). As of 9/30/99 there were
521 LICUs. Thisisal2% increase. We are on target to meet the 13% god.”

Goa 3.2 (Increase access to credit unions for underserved individuas and for dl other digible
consumers) — Thereport stated: “...Mesting this god is difficult for severd reasons” CUMAA impact
not fdt until 2™ quarter; perception of burdensome regulations may be discouraging application for FCU
charters and encouraging conversion to other charters.) “The cumulative totd of potentid members
added as of 9/30/99, 2,105,430, is a 21% increase over the 12/31/98 basdine (total potential
membership) of 10,082,353. The god has been exceeded by 11%.”

With NCUA exceeding certain gods by end of 3¢ quarter, we believe those godl's may have been set
too low for the entire year.

The Results Act, Section 4, requires that Federd agencies report their
progress in meeting gods to the Presdent and Congress by March 31 of
each year. According to the Act, as applicable to NCUA, the report should
include the following information: (Our evauation of NCUA'’s 1999 report is printed in itaics)

Performance indicators aong with the actua program performance achieved compared with the
performance gods expressed in the plan for that fisca year. We found the 1999 report included
this information.

1999 Perfor mance
Report to OMB

Review the success of achieving the performance gods of the fisca year. We found the 1999
report included this information.

Evauate the performance plan for the current fisca year relative to the performance achieved
toward the performance goasin the fisca year covered by the report. We found the 1999 report
included this information.

Explain and describe, where a performance goa has not been met (including when a program
activity’'s performance is determined not to have met the criteria of a successful program activity
under section 1115(b)(2)(A)(ii) or a corresponding leve of achievement if another aternative form

IS used).

A. Why the god was not met. We found the 1999 report included this information why
Goals 3.1a and 3.2b were not met.

B. Those plans and schedules for achieving the established performance god. We found the
1999 report included this information.

C. If the performance god isimpracticd or infeasble, why that isthe case and what actionis
recommended. We found the 1999 report included this information. Goal 1.3 was revised
since the1999 goal was achieved by December 31, 1998.
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D. Indude the summary findings of those program eva uations completed during the fiscal year
covered by the report. We found the 1999 report included this information.

E. Thefunctions and activities of this section shal be consdered to be inherently governmenta
functions. The drafting of program performance reports under this section shall be performed
only by government employees. The report was drafted by NCUA staff.

The 5300 and 5310 reports provide measurable results in support of goas and plansfor natural person
and corporate credit unions respectively.

The 1999 NCUA performance report to OMB was prepared by the Office of Strategic Planning
(OSP). E& | didn't participate in the preparation of the 1999 report. However, Office of Examingion
and Insurance (E& 1) staff member gathered information from reports, regions provided comments on
numbers and whether strategy was working and provided revisonsto strategy. In preparing the annua
report, the OSP incorporated information from the quarterly progress reports; comments received from
team leaders; and other pertinent information. Centra and regiona offices had an opportunity to
comment and provide input to the draft report. The find report was released to OMB in March 2000.

5300 Data

E&| isthe primary 5300 data gatherer for NCUA, receiving data and preparing analysis of the dataand
information from regiond and centra offices. In addition, E& | has performed data gathering and
andysswork for Office of Community Development Credit Unions (OCDCU) gods. Raw data
compiled by E&1 is sent to team and god managersfor review. Anayss of 5300 datais performed by
the regionsand E& 1. E&I performs the number crunching for the gods utilizing the 5300s, performs
andyss, and submits the results to OSP. Numerica data aone does not indicate what to do if
performance goals are not met. However, report narrative does indicate how strategies are changed or
will be changed for the next year, and the change impact. In determining how the performance data
reported is reasonable, accurate, and reliable (validation and verification), the agency has software
avallable for examinersto usein comparing data. The OSPis not certain thet all regiond aff are using
the comparison software tool to verify and vadidate data. The OSP is responsible to ensure the
reasonableness and accuracy of quarterly reports, semi-annud briefings for Executive Director and
NCUA Board; and the annual report to OMB. For the 2001 year budget, the OSP requested
additiond gaff to perform its dutiesincluding verification and validation of agency data. After
verification and vdidation of information, the form 5300 is posted on the NCUA website.

In 2000, goal managers were to prepare data anadysis, from the data supplied by E&I.  Region
provides information in monthly management reports to the central office. In addition quarterly progress
reports as deemed necessary by E& | god manager are submitted. The OSP receives information from
action offices and prepares reports submitted to OED and the NCUA Board. In addition, the OSP
takesthe E& | data analyss and includes the information in the annual performance report to OMB.

5310 Data
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The Office of Corporate Credit Unions (OCCU) isthe primary data gatherer and performs anaysis of the
5310 information received from corporate credit unions. Corporate examiners prepare monthly reports

that are submitted to OCCU providing the status of corporate credit unions. OCCU submits a monthly
status report to the Executive Director. In 1999 and 2000, Monthly Corporate Capital Reports and
Net Economic Vaue reports were submitted. Key areasin capita are sat by regulation, with minimum
tota capital equaing 4 percent. The 5310 form is sent in eectronic software format to each corporate
credit union via eectronic mall at the beginning of each year. Using the software program the corporate
can generate the 5310 call report for a specific month. The completed form is submitted eectronicaly
by the corporate to OCCU viaemail. An example of 5310 data reporting time frames was for the third
quarter 2000: October 20, form 5310 to be submitted by corporate to OCCU; November 20,
corporate examiners review 5310 information, upload the reviewed/revised report, and prepare status
memorandum to supervisor ensuring accuracy of 5310; and December 1, the 5310 is posted on the
NCUA website.

2000 NCUA Draft Report

At the time of our review the 2000 report to OMB wasin draft status and being circulated interndly at
NCUA for comment. Because of limited staff, OSP continues to rely on the vaidity of datainput from
other offices and NCUA regiona offices. The OIG provided advice and comments to the OSP
regarding some of the data contained in the draft report during the course of this review.

RECOMMENDATION #1: NCUA should establish consstent E& | input and cutoff timesto ensure
consstent information is provided to OSP.

Comment from Director Office of Examination and Insurance:

Recommendation #1 has merit. E&I has constraints based upon the timing of the 5300 report.
The call report production process takes precedence over the goal tracking responsibility. E&|
has limited staff resources dedicated to these functions and must first complete 5300 goals.
Changes to the measurements further extend the time needed to compile the data. If quarterly
call reports for all credit unions are approved, the need to interpolate 1% and 3 quarter data
will no longer be an issue and the information will become easier to obtain.

RECOMMENDATION #2: NCUA should establish a conagtent policy for counting (or not
counting) inactive federally insured state chartered credit unions (FISCUSs) to ensure accurate and
congstent reporting of FISCU numbers.

We reviewed the following Outcome Godls utilizing 5300 or 5310

QUG Gl Ceme reens reports as the data source identified in the 1999 and 2000 Annud Plans:

| dentified NCUA Outcome Goals Utilizing 5300 or 5310 Reports as Data Sour ce

1999 Annual Plan 1999 2000 Annual Plan
Outcome Goal: Performance Outcome Goal:
Report:
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1.3 (adequate capital) Exceeded 1.1 (Smilar to 1999 1.3)
1.4 (negative financid indicators) Exceeded 1.3 (smilar to 1999 2.1)
1.6 (corporate CUs — Form 5310) M et 3.1 NEW (demographics)
2.1 (share insurance fund) M et 4.1 NEW (increase FCU
members)
3.1a (low income credit unions) Not met 4.2 (Smilar to 1999 3.2)
3.2 (increase access to underserved) | 3.2a Met
3.2b Not met

E& | confirmed that the 5300 system has the capability to identify how datais submitted by the credit
union to NCUA.. The credit union can submit the periodic information eectronicdly or viaamanudly
prepared form. For the 5300 cycle for June 2000, 93 percent of federaly insured credit unions
submitted the information eectronicaly.

Complete 5300 informetion is available only semi-annually. Because complete 5300 datais available
only twice ayear god results cannot readily be reported for each quarter. A good example isincluded
inthe Goa 1.3 narrative.

1999 Goal Results
God results for 1999 included the following:

Goa 1.3 — Ensure that federaly insured credit unions are adequately capitalized. Goa exceeded

Data collection issues may have created aroder picture than iswarranted. Because of problems related
to timeliness of the 5300 report for quarterly data collection (complete cal report datais available only
semiannudly, sgnificantly beyond the end of the quarter) agatic list of credit unionswastracked. As of
June 30, 1999, of the origind 347 listed, only 315 remained undercapitaized, again easily exceeding the
annud god in sx months. However, the 5300 report for June 30, 1999, received in August shows a
total of 339 undercapitaized credit unions. While NCUA staff helped resolve the capitaization
problems of 32 credit unions, 24 new credit unions developed capitdization problems. Smilarly, as of
December 31, 1999, while figures show a 22 per cent reduction in the number of the origind
undercapitaized credit unions, from 347 to 271, the actua total number of undercapitalized credit
unions was 284.

A sgnificant number of undercapitalized credit unions were removed from the list through merger or
liquidation. The agency indicated “We have been wary of an unintended consequence of the ‘reduce
the number of undercapitalized credit unions god. One of the ways to accomplish this god would be
to merge or liquidate troubled credit unions. In fact, of the 76 credit unions removed from the
undercapitalized list, 38, or 50 percent, were taken off the list because of merger or liquidation.
Strategic goals for 2000-2005 emphasize etablishing a regulaory environment where credit unions of
al szesflourish. While it would be ingppropriate to interfere with a credit union business decison to
merge or liquidate, NCUA will continue to emphasize to examiner daff that merger or liquidation should
be viewed as alast resort option to resolve supervisory problems.
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The agency modified the god and itsindicator to be a percentage of dl federdly insured operating
credit unions. Thiswill necessitate tracking both existing and newly undercapitalized credit unions. The
long term view of the 5300 report data collection program will be supplemented by information from the
Examination System (EXM) database. EXM datais available contemporaneoudy and will be used to
adjust supervison strategy to the current circumstance.

God 14 - Improve the financid soundness of credit unions with negative financia indicators. Goal
exceeded. Thetota number of federadly insured credit unions reflecting the negative financid indicators
(return on assets of less than .5% and net capita of lessthan 6%.) were 213 credit unions as of June
30, 1998. The 1999 god was to reduce the number to 198 as of December 31, 1999. Aswasthe
case with Outcome God 1.3, it was agreed to use the December 31, 1998 figure rather than the June
30, 1998 figure. The god became 214 minus 7 per cent, areduction of 15, for atota of 199 credit
unions by December 31, 1999. As of December 31, 1999, 138 credit unions, of the origina 214, had
areturn on assets of less than .5 per cent and net capitd of less than 6%. Data collectionisanissue
with this performance measure, aswell. Again, dthough at the end of the year the agency helped
resolve the problems of 36 percent of the origind 214 credit unions with negative financid indicators,
the actua tota of operating federd credit unionswith net capital of 6 per cent and return of assets of .5
per cent was 171, areduction of 25 per cent. Again, thiswill mean tracking both existing and new
problem cases using 5300 report data and Examination System data.

Goa 1.6 — Ensure that corporate credit unions operate within a reasonable level of risk in order to
maintain their role as a provider of liquidity and financid servicesto the credit union indugtry. God met.
The performance goa was to ensure that 100 percent of corporate credit unions, on a monthly basis,
meet the regulatory requirements for minimum capita levels, pursuant to Part 704.3 and Part 704
Appendix B of NCUA’s Rules and Regulations, and for changes to net economic value, pursuant to
Part 704.8 and Part 704 Appendix B of NCUA’s Rules and Regulations, based on the corporates
approved operating authority level. Each corporate credit union was able to meet regulatory
requirements for minimum capita levels and the change to net economic vaue despite the sgnificant
growth in assets due to the build up of year 2000 liquidity in the credit union system. The 2000 Annud
Plan does not include a separate outcome goal related to the corporate credit union program.
Corporate credit unions are included in the generic term “credit unions’ and corporate credit unions
figure in three of the five Srategic gods

God 2.1 — Maintain the hedlthy financia performance of the Nationa Credit Union Share Insurance
Fund. God met.

The performance goa was to maintain the equity ratio of 1.3%. The equity levd of 1.3% is mandated
by statute. The ratio as of September 30, 1999, was 1.31% and 1.3% as of December 31, 1999. The
effectiveness of NCUA’ s supervison program has adirect impact on the hedlth of the Nationa Credit
Union Share Insurance Fund. One of the measures of the effectiveness of the supervision program isto:
“Manage. ..s0 that the percentage of federally-insured credit unions that remain CAMEL code 4 or 5is
no more than 1.1% for 12 months and no more than .45% for 24 months. No more than 4.5% of
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federdly-insured credit unionswill remain CAMEL code 3 for more than 36 months.” 1999 results
indicated the agency met or exceeded the three goas at 1.09%, .45%, and 4.04% respectively.

A related godl isfor the insurance lossratio to be below $.30 per $1,000. The report indicated zero
losses for the years 1995-99.

Goa 3.1a - Reduce by 10% the low-income designated credit unions with net capital of |ess than 6%.
God not met.

Goa was not met to reduce by 10 percent the Limited Income Credit Unions (LICUs) designated
credit unions with net capita of less than 6 percent because of emphasisto add new LICUs. A
substantial proportion of the added LICUs had capital levels of under 6 percent.  From June through
December 1999, 23 newly designated, undercapitalized L1CUs were added; 16 LICUs improved but
remained under 6%; 28 LICU’simproved to raise their capita above 6%; while 24 LICUs remained
under 6% and continued to decline. If new LICUs are removed, performance is comparable to past
years. For 2000, the agency approach was to better coordinate efforts related to low-income credit
unions with the examiners, regions, and E& | taking the lead.

Goal 3.2 —3.2alncrease potentia credit union membership from low-income communities by 10%.
Goa met. 3.2b Increase the number of federa credit union members served by 3%. God not met.
3.a— Asof December 31, 1999, potential membership from low-income communities was 10.4 million,
a 33 percent increase over the figure for December 31, 1998.

3.b — Asof December 31, 1999, there were 43.9 million federd credit union members. Thisisa.2%
increase over 43.8 million as of December 31, 1998. Reasons for failure to achieve this god included
the Credit Uniom Membership Access Act full positive impact did not happen until 2™ quarter 1999;
and a perception of burdensome federa charter and conversions to state charters. For 2000 the
emphasis will be to focus on timely field of membership expansions, and using economic development
oecidigsto assst and educate smal credit unions on field of membership processing.

2000 Goal Results

We reviewed the 2000 semi-annua agency report (report). In our review, we emphasized the 5300
and 5310 plan; data vaidation and verification; and narretive reporting. We found that the report was
submitted to the NCUA Board in accordance with NCUA Ingruction 9501. The report was the first
semi-annuad report under the new 2000-2005 Strategic Plan. The report was atrangition from smply
reporting srategicaly to thinking and managing strategicaly. The report included first steps and efforts
to develop a more enhanced means of tracking cods.

All measures concerning safety and soundness were either met or exceeded at mid-year and year-end
2000, i. e. 2000 NCUA Outcome Godls identified utilizing forms 5300 or 5310 as data source Smilar
to 1999, for gods:.

1.1 (1999 1.3) Ensure that federaly insured credit unions are financidly hedlthy.
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Performance God 1.1a: Reduce the percentage of federally insured credit unions with return on assets
of less than 0.5% and net worth of less than 6% to 1.28% of credit unions. (Include only credit unions
chartered longer than ten years.)

Indicator: Thetota number of federdly insured CUswith return on assets of less than 0.5% and net
worth of lessthan 6%. There are 145 CUs or 1.36% with these financia indictors as of December 31,
1999. Thetarget for 12/31/2000 is 1.28% of operating CUs.

Performance Goa 1.1b: Reduce the percentage of federdly insured credit unions with net worth of less
than 6% to 2.50% of federally insured operating credit unions.

Indicator: The total number of FICUs with net worth of lessthan 6%. There are 284 CUs, or 2.67%
with thisfinancid indicator as of 12/31/99. The target number for 12/31/00 is 2.50% of operating CUs.

We found the god was exceeded for mid-year; also exceeded for year-end

1.3 (1999 2.1) Maintain the hedthy performance of the Nationa Credit Union Share Insurance Fund.
Performance Goal 1.3ac Maintain an equity ratio of 1.3% (percent of equity to insured shares).

We found the god was met for mid-year; dso met for year-end.

4.1 (Smilar to 3.2b 1999 increase FCU members) Increase the number of credit union members.
Performance Goal 4.1 Increase the number of federally insured credit union members by 3%.
Indicator: Totd increase in number of federaly insured credit union members from 12/31/99 to
12/31/2000.

We found goa was not met for year with actual increase 2.92 percent instead of 3 percent for the year.

4.2 (1999 3.2) Increase credit union service to low-income and underserved aress.

Performance God 4.2a: Add 36 underserved areas to new or existing CU charters.

Performance Goal 4.2b: Increase the total number of low-income designated CUs by 13%.
Performance Goal 4.2¢: Increase the number of credit union membersin low-income designated credit
unions by 25%.

We found the goal was exceeded for year-end.

CONCLUSIONS: Team leaders and DSP have followed OSP guidance. However, team leaders
have not been consgtent in providing update conclusons. NCUA needs to establish gods that cause
management to stretch (an exampleis God 1.3). Critical datainformation on al credit unionsis
avalable only on asemi-annud bass. Datais needed on atimey basis to enable agency management
to make changesin plans and Strategies to achieve gods.

RECOMMENDATION #3: Agency should develop a consistent method of anayss,

documentation, and reporting of progress in accomplishing annual performance goals to support
progress reports to the NCUA Board and the annua performance report to the OMB.
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Comment from Director Office Strategic Planning:

During the March Regional Directors meeting, the agency decided that each region should
report quarterly on the status of the appropriate performance goals. E&I would provide the
applicable performance results from 5300 Call Report data on a quarterly basis. An automatic
means is being developed to access the 5300 results in a single preformatted report.

RECOMMENDATION #4: Agency should congder implementing at least quarterly reporting of
5300 data to ensure timeliness of information and to affect needed changes in plans and Strategiesto
achieve dl gods.

Comment from Director Office of Examination and Insurance:

A proposal to the NCUA Board for Recommendation #4, quarterly call report for all Federally
Insured Credit Unionsisin process. This matter is tentatively scheduled for Board consideration
on July 26, 2001.

CALL REPORT PROCESS

God performance measurements utilizing cal reports (5300 and 5310) were devel oped because the
agency can obtain the information periodicaly and the information and the reports provide the most
complete and reliable database for NCUA. Also, 5300 reports provide consistent information on al
federdly insured credit unions (FICUs) twice ayear. The reports track performance quantitatively
toward the stated outcomes in a meaningful way. NCUA has generally met the goal's and messures
stated using 5300 and 5310 reports.

The process to obtain 5300 reports is the responsihility of the Office of Examination and Insurance
(E&I). During the 5300 process, examiners obtain 5300s from assgned credit unions and review the
reports for correctness. Some SSAs receive 5300 information from FISCUs and upload directly to the
NCUA database. All others credit unions provide reports semi-annudly. Credit unions with assets
>$50 million provide quarterly 5300s. Agency offices report on strategic plan progress on a quarterly
bass. Therefore, some information is not available from the smaller credit unions. The 5300 report isa
tool used by managers for data information and for use in revising goa drategies. The semi-annua
report information isthe most consstent. In addition to E& | godls, the office provides the numbers from
5300 reports for Office of Community Development Credit Unions-related goals (OCDCU) and then
provides the results to the Office of Strategic Planning (OSP) and OCDCU.

To ensure reliable datais available to assess performance measures, without bias, exaggeration or
erors, E& | and regiond offices test and perform queries after the 5300 reports are uploaded to the
database. Each examiner has gpproximatdly ten assigned credit unions. Examiners become very
familiar with the assgned credit unions. Accordingly, most controls should be at the regiond office leve
not centrd office. Most of the processis external (CPA reviews and credit unions) because information
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is provided by credit unions (CUs). The OSP indicated 5300 process does not provide datain atimely
way in that several months are required from data input via 5300s until find information isavailable. The
OSP would like to see monthly information from credit unions. At the present time only credit unions
with assets >$50 million provide quarterly reports with al others credit unions reporting semi-annudly.
Lack of timdinessisafactor in changing god drategiesin atimey manner.

For limited income credit unions (L1CUs), the OCDCU can prepare access reports from NCUA 5300
database. The OCDCU prepares reports on numbers, and prepares a quarterly report of progress.
Capita has been a problem for the limited income credit unions (LICUs). Numbers of LICUs have
changed during year when assistance was provided. Thereis an emphasisto increase LICUs. The
OCDCU has had input to gods and plans including efforts to assst LICUs and define areas of
assistance and cooperation with trade groups and non-profits as partners for LICUs.

Currently 5300 is not timely, gpproximately 45 days from end of period to get information to the OSP.
The sami-annud information is the most complete for al credit unions. However, because of the time
delay it can be too late to effectively revise strategies prior to year-end. The OSP believesthe
information is good for long-term planning, but not for current periods. Please refer to Attachment 1,
5300 flowchart, for the complete 5300 process.

Comment from Director Office of Examination and Insurance:

The report contains several references to the timeliness of the 5300 Call Report. While these
references appear used in the context of the 5300 Call Report’ s suitability in measuring the
Annual Plan goals, the primary purpose of the 5300 Call Report is to provide offsite monitoring
for safety and soundness. NCUA Rules and Regulations establish the periods for receiving the
5300 Call Report data from credit unions. We believe the call report production istimely and we
make every effort to meet established production due dates. We believe theterm*“ timing” better
describes the issues related to 5300 Call Report Data and the Annual Plan as the plan does not
drive the call report process.

The process to obtain 5310 reportsis the responsbility of the Office of Corporate Credit Unions
(OCCU). OCCU and corporate examiners are responsible for the 5310 process and the correctness
of information from corporate credit unions. OCCU receives monthly e ectronic 5310 spreadsheet
from each corporate. The spreadsheet consists mostly mostly of investments held by the corporate
sncethat isthe largest corporate asset. The spreadsheet contains critica and warning edits for
examiner information review. The examiner downloads, reviews and compares the monthly spreadsheet
for the assigned corporate credit union. On average, most corporate examiners are assgned no more
than two corporate credit unions. Each month the examiner receives corporate minutes and financia

and gatigtical report from the corporate. The additiona information is useful in determining the accuracy
of the 5310. Pleaserefer to Attachment 2, 5310 flowchart, for the complete 5310 process.

We reviewed the 1999 annua report to the President and the Congress, released in March 2000. We
found that in genera the report met the Results Act requirements. The annual report for 2000 was not
finalized at the time of our review.
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i i All federd financid ingtitution regulators except NCUA require
Natural Person Credit Union a least quarterly reporting of financia information from ther
Call Report (5300) respective regulated finandid ingtitutions. Al federally insured
credit unions (FICUs) are required to provide financid information to NCUA on a periodic basis no
less than semi-annually on the 5300 form. Only FICUs with assets over $50 million are required to
report quarterly.

NCUA, asapart of revisng the examination process, is evauating the need and feasbility of requiring
al credit unionsto file 5300 reports on a quarterly basis. Quarterly reporting for al credit unions would
provide timdlier reporting of financia information necessary for good supervison.

5300 information can be reported dectronicaly or on amanually prepared hard copy form. As of
December 31, 2000, most FICUs are reporting 5300 information dectronically asillustrated in the
following table.

Credit Unions reporting 5300 information as of 12/31/00:

5300 Filing Total Credit Unions Percent
Method
Electronicaly 9,868 96%
Manudly 448 4%
Totd Credit Unions 10,316 100%

Presently six State Supervisory Authorities (SSAS) require state chartered federdly insured credit
unions (FISCUs) to file quarterly 5300 reports regardless of the asset Sze of the credit union. Even
though some SSAs require quarterly filings to the state for dl credit unions, there is no requirement for
quarterly reports for credit unions with assets under $50 million to be uploaded to the NCUA database.
Accordingly, NCUA does not monitor uploads of SSA cal reports under $50 million in assets.
Information for the FISCUs for December 31, 2000, indicated 367 credit unions with approximately $4
billion in assts filed quarterly 5300 informetion as illustrated in the following table.

State Supervisory Authorities (SSAs) requiring quarterly filing as of 12/31/00

State | #CU<$50M Assets<$50M Total Total CU Assets
#CU

AK 1 $ 21.2 million 2| $ 3283 million

AZ 21 263.2 million 29 2,502.0 million

FL 77 1,185.7 million 111 7,224.0 million

1A 179 1,605.0 million 190 3,636.7 million

OR 11 199.4 million 26 4.581.3 million

uT 78 709.8 million 96 5,053.5 million

Totals. 367 3,984.3 million 454 | 23,325.8 million
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As of December 31, 2000, there are 1,558 FICUs with assets greater than $50 million out of 10,316
FICUs, with total assets of $438,244,311,122. All FICUs except one with assets greater than $50
million filed dectronicdly asillugtrated in the following table.

Federally Insured # Federally Insured Credit Total Assets >$50M
Credit Unions Unions with Assets >$50M
Filing dectronicaly 1,557 $351,646.5 million
Fling menudly 1 80.8 million
Totds 1,558 351,727.3 million
Federally Insured # Federally Insured Credit Total Assets
Credit Unions Unions — All Assets
Total FICUs 10,316 $438,244.3 million

Quarterly reportsfiled by FICUs with assets greater than $50 million represent 15 percent of al credit
unions and 80 percent of tota assetsin FICUs.

FICUsfiling quarterly reports 1,558 $352 hillion
FICUs filing semi-annud reports 8,758 86 hillion
Total FICUs 10,316 $438 hillion

1999 and 2000 NCUA Annual Performance Plan Cycle Reports

In 1999 the OSP received quarterly Results Act progress reports from central offices. We reviewed
the quarterly reports for 1999 for the review goals 1.3, 1.4, 1.6, 2.1, 3.1, and 3.2. In general, we
found that the reports provided accurate and reliable information regarding the performance gods
measured by 5300 or 5310 data.

In addition to the 1999 quarterly progress reports we reviewed the December 1999 NCUA Annua
Performance Plan Report, and the March, and June 2000 Report Cycle reports dated March 31, 2000,
and June 30, 2000. A cycle report for September 2000 was not available for review. The reports
provided summary data for regiond FICUs. Key summary data included regiona FISCUs numbers
and percent for:
- Return on Assets <0.5% and Net Worth <6%

Net Worth <6%

Composite CAMEL 3 rating >36 months

| nteractive Services provided
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Share DraftYMembers
FICU Members

Low Income

Low Income Designation

We reviewed the numbers and compared the report results to the numbers Office of Examination and
Insurance (E& 1) provided to the Office of Chief Financid Officer (OCFO) for the report periods. E&|
andyd indicated there was a problem with the database properly annudizing information correctly for
the March and June 2000 reports. E& | corrected the problem and provided revised numbersto the
OCFO. In addition, we reviewed the Annua Performance Plan Specifications to gain an understanding
of the specifications used by E&| to generate the numbers for the annua NCUA performance plan.

CONCLUSIONS:

For the two-year 2000 performance cycle reports, we found thet the team leader did not provide
section comments regarding resource utilization, overal goa status, and action taken in response to data
andyss. Overdl, wefound that al reports were correct and prepared in atimely manner. E&l
identified and corrected an annudizing problem. Also, there was a smdl difference in the progress
reports caused by the count of credit unionsincreasing by one for March and June 2000. E&| indicated
this difference was aresult of initidly a credit union not needing to file areport and then areport being
filed after the cycle was completed, thus changing the data

RECOMMENDATION #5:

We concur with an E& | suggestion that the agency revise the system so that any atempts to upload
information after the cycle cutoff date would be unsuccessful. If a correction is needed, the region or
SSA would need to jusdtify any changes after cycleto E&I.

Comment from Director Office of Examination and Insurance:

The recommendation to stop uploads of call reports after the cycle cutoff date is already in place
for the June 2001 cycle. The system allows corrections to reports already on the system, but
attempts to add additional call reports will fail.

, } We requested and reviewed 1999 and 2000 information from the
Corporate Credit Union Office of Corporate Credit Unions (OCCU). We reviewed the
Call Report (5310) documentation with empheasis on the 5310 plan; vaidation and
verification efforts; and reporting. We reviewed a sample blank 5310 prepared monthly by corporate
credit unions, and the OCCU critica errors'warnings liging. The liging is Smilar to the criticd errors
and warnings listings for natura person credit unions. The ligting highlights possible data problems that
need correction.

During our review we obtained and reviewed a sample of documentation prepared by corporate
examiners and OCCU daff including:
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Field Monthly Management Reportsto OCCU

Corporate examiners send monthly status reports regarding their assigned corporate credit unions to
their corporate fild supervisor. The supervisor uses the examiner information to document and
prepare a spreadsheet for submission to the Director OCCU.

Examiner monthly report includes a detailed report of assigned corporate credit union work
performed for the month, credit union contact information, and financid and operationd information
for assgned credit unions.

Supervisor monthly report includes information for the group credit unions and adminidrative
information for the group of examiners. In addition, the supervisor prepares amonthly statistica
spreadsheet detailing the assigned credit unions' progress.

OCCU Steff Reports

The OCCU andyst prepares a monthly “Trends In Corporates Report” for review by the Director
OCCU. Thereport discusses asummary of financid and ratio trends in the corporate system.
Other staff reports include the Net Economic Vaue (NEV) Measures report, Corporate Capital
report, and monthly financia reports (baance sheet, income statement, miscellaneous [oan
informéation, detailed investment information, and monthly key trends for the corporate system.

Each month the Director OCCU prepares and sends to the Executive Director an * Office of
Corporate Credit Unions Management Report.” The report provides monthly update information
regarding adminigtration, performance plan, and other corporate credit union operationa
informetion.

OCCU Quarterly Report to NCUA Board

Each quarter end the Director OCCU prepares and submits to the NCUA Board a*“ Quarterly
Report Corporate Credit Unions’. We reviewed the quarterly reports for March, June, September,
and December 2000. Each quarterly report provided detailed progress of the corporate credit
union system and provided a brief update of events since the previous quarterly report. We found
the reportsto be very informative. There gppeared to be good supervision for the andyzed
corporates.

CONCLUSIONS: We commend the OCCU for developing a comprehensive system of reporting
corporate credit union system financid status and projections. The system begins with the department
annua performance plan and includes monthly reports from the examiner assigned the specific corporate
to the supervisor; the monthly report from the supervisor to the OCCU; monthly management report
from the OCCU to the Executive Director; and quarterly status reports to the NCUA Board. Al
reports are compatible and provide comprehendve information regarding the status of the corporate
credit union system.

RECOMMENDATION: None

27



We requested and reviewed additiona 2000 information from
E&I, particularly year-end 5300 information. We reviewed the
documentation with emphass on 5300 plans, vaidation and
verification efforts; and reporting. Our emphasis was the review of find data numbers for June,
September, and December 2000.

Analysis of 2000 Annual
Plan and Goals

We reviewed the following documents:

06-00 Preliminary Status 2000 Annud Plan Gods: E&I indicated that at the time the June report was
run, the preliminary and find data showed no mgor difference (a smdl change in Share
DraftMembers that didn’t change the reported numbers), so no find report wasissued. We
compared numbersto E& | mid-year, E& | year-end, DSP mid-year, and OSP draft year-end report.
We found the numbers were subgtantidly in agreement.

06-00 Annud Performance Plan 2000 (preiminary): E&| indicated that this was the preliminary report
from the June 5300 data. We compared numbersto E&| mid-year, E& | year-end, and OSP mid-year
report. We found the numbers substantialy in agreement.

06-00 Annua Performance Plan 2000: E& | indicated that this was the find report from the June 5300
data. We compared numbersto E&| mid-year, E&| year-end, and OSP mid-year report. We found
the numbers subgtantidly in agreement.

06-00 Revised Annud Performance Plan 2000: E&| indicated this report was generated after
discovering the earnings were not being properly annudized. The correction changed the Return on
Assats & Net Worth number. The number of Net Worth < 6% credit unions dso declined by one.

E&| indicated the error was caused by a credit union that was closed and the effective date was entered
after theinitia report was prepared. We compared numbersto E& | mid-year, E&| year-end, and
OSP mid-year report. Numbers were subgtantialy in agreement.

09-00 Preliminary Status 2000 Annud Plan Gods: E&| indicated this report used estimated numbers
because not dl credit unions reported quarterly. The report usesthe find data numbers which were
available due to the time needed to correct the earnings calculation. E&| used the preliminary report
snce complete data was not received on the quarter end. The historical 5300 data was updated on this
report. We compared numbersto E&| 9/30, E& I year-end, and OSP mid-year report. Numbers
were substantialy in agreement.

09-00 Annua Performance Plan 2000: E& | indicated this was the find report from the September
5300 data. We compared numbersto E&1 9/30, E& | year-end, and OSP mid-year report. Numbers
were substantialy in agreement.

12-00 Preliminary Status 2000 Annud Plan Gods. E&| indicated this was the December preiminary
report. We compared numbersto E& | mid-year, E& 1 9/30, and OSP mid-year report. Numbers
were substantiadly in agreement.
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0012M Preiminary Annua Performance Plan 2000: E&| indicated this was the preiminary report from
the December 5300 data. We compared numbersto E&| year-end, and OSP mid-year report.
Numbers were substantialy in agreement.

CONCLUSIONS:
The numbersin the reports from E& | represented regular quarterly, semi-annua, and annua reports
prepared by E& | from 5300 database for use by the OSP.
Our review of the numbers indicated consistent gpplication and agreement of the numbers with
those presented by OSP to NCUAB for the mid-year report.

RECOMMENDATIONS: None

Our review of the 2000 mid-year and year-end
reports focused on the 5300 and 5310 plan;
vaidation and verification; and reporting. We
found that the mid-year report was submitted to the NCUA Board in accordance with NCUA
Ingtruction 9501. The report was the first semi-annua report under the new 2000-2005 Strategic Plan.
The report was a trangtion from smply reporting srategicaly to thinking and managing srategicaly and
included first steps and efforts to devel op a more enhanced means of tracking costs.

Analysis of 2000 Mid-Year Performance
and Year-End Progress Reports

We found the mid-year and year-end reports indicated measures concerning safety and soundness were
either met or exceeded at mid-year and year-end 2000, i. e. 2000 NCUA Outcome Goals identified
utilizing forms 5300 or 5310 as data source Smilar to 1999, for gods 1.1, 1.3, 4.1, and 4.2.

RECOMMENDATION #6. Team leaders and DSP followed OSP guidance, however they did not
meet the requirements of NCUA Instruction 9501 (4/7/2000 and amended 4/28/2000) regarding
quarterly reporting on Results Act progress. NCUA needs to formally revise guidance and to develop
and implement aworkable way to monitor and report on agency annua goas and measures.

All of the centrd offices and regiond offices provide monthly
management reports to the Executive Director. The reports detall
program and other information relating to their respective offices and activities. Starting in 1999 and
continued during 2000 offices began reporting in the monthly management reports activity regarding the
Reaults Act gods assgned to the offices. Results Act reporting is not uniform or complete for dl
activities.

Management Reporting

Asapart of our review to gain an understanding of management reporting regarding Results Act
activities, we reviewed a smal sample of sx monthly management reports submitted during 1999 and
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2000 for information regarding strategic planning and 5300 progress. We found limited reporting in
1999 monthly management reports from central and regiona offices regarding progress being made in
achieving annud plan goads. We noted improved reporting in the 2000 monthly management reports.
We would encourage increased monthly Results Act activity reporting to provide information to improve
agency drategies and resultsin atimdy manner.

MATTER FOR CONSIDERATION:

Condderation should be given to expanding the monthly management reporting of Results Act god
achievement as a part of providing timely information to the OSP and NCUA Board to identify progress
made and expedite changes to Strategy to accomplish drategic plan and annud plan gods.

Comment from Director Office Srategic Planning:

The idea of monthly reporting in accordance with performance goal achievement has merit. One
concern | would have; however, would be the accuracy and validity of the data. Since the
achievement of many of the goals is dependent upon 5300/5310 Call Report Data, whichis
available semi-annually and to some extent quarterly, monthly reporting would only be as
accurate as the last complete 5300/5310 update. Until such time that we are collecting
5300/5310 data on a monthly basis, an integration of the quarterly report into appropriate
monthly management report might simply our reporting requirements.
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ATTACHMENT 1-5300 PROCESS

@
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meet deadlines
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data from FICU decides to use data from
computer diskette or paper form manual
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5300 form
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Some SSAs
perform FISCU
review and
upload to NCUA
data base.

» reasonableness and accuracy, and upload to <
NCUA system via e-mail. Examiners can use a
cycle to cycle comparison software tool to test
information for reasonableness. Hardcopy 5300s
require manual input by examiner to system.

!

(6)
Internal software critical edits prevent uploads of
5300s to NCUA system. Critical edit items must be
corrected prior to upload by examiner. Corrections are
communicated to credit union.

Completed paper
5300 and submit to
examiner

Some SSAs
perform FISCU

\ 4
A

g
Warning edits produce warnings that alert credit union
and examiner to possible problems. Examiners may
resolve any questions or issues with the credit union
prior to uploading the 5300.

A
®
Accepted uploaded data to NCUA central database
is reviewed by E&I data analysis officer. Items
which appear unreasonable or inaccurate are
returned to the region for correction. The data may
only be changed by an authorized examiner or other
specified personnel. The data analysis officer may
not change the data submitted by the credit unions.

I

)
After data has been
corrected, OCIO and E&I
prepare Combined
Balance Sheet reports for
all credit unions and notify
regions of availablility of
data to prepare Risk
Management Reports.

O
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@

5310 Forms are OCCU standarcized
electronic spreadsheets prepared monthly
by each corporate crediit union. Information
consists of financial statements and other

]

2
Intemal NCUAsomNeEre)assodatedV\mm
5310s contain critical and waming
information edits. Critical edit items must be
corrected prior to upload by the corporate
to OCCU e‘mall.

©)
Waming edits produce wamings that alert
credit union and examiner to possible
problems.  Corporatesiexaminers may
resolve any questions or issues prior to the
examiner finishing the 5310 review.

]

@
Corporate e-mails 5310 tb OCCU e-mail
system.  For third quarter 2000, corporates
retumed form by October 20.

O]
OCCU ffice staff ensures integrity of call
form transmission file (charter, date, etc.)
from corporate and uploads it to OCCU 5310
database

'

@
BExaminer downloads 5310 for assigned
comporate(s) from OCCU database and
reviews 5310 for reasonableness and enors.

!

®
Upon completion of the review, the
examiner re-uploads the 5310 to the
database, even if no comections are
made. This serves as an intemal control
to ensure all reports have been reviewed
and that the corporate examiner is
attesting to the veracity of the information.
For third quarter 2000, this step was
completed by November 20.

)

©)
After data has been comected as
needed, OCCU prepares consoldate
reports for all comporates and OCCU
management reports. For the third
quarter 2000, the finalized 5310s were
posted on the NCUA websie.

®

Eachmonththe
examiner receves

financials and

board minutes for
assigned corporate

credit unions
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