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This report looks at six aspects of credit union performance over the 
prior 10 years, for perspective, and over the prior 4 quarters, for 
sensitivity to emerging trends. As a credit union leader, it is 
important to keep a forward-looking perspective to anticipate how 
change will affect your organization. NCUA 5300 FPR data provides a 
way to look at financial trends and assess their potential impact. 
Traditional industry analysis has shortcomings due to GAAP 
(generally accepted accounting principles) that can lead to a 
distorted view of performance. Furthermore, the way financial 
information is presented is designed to satisfy a ledger style of 
reporting, not for managing the business.

Each section in the report starts with a summary of what is being 
measured and why it is important, with the objective of increasing 
business literacy and awareness. Several supporting charts are 
provided with commentary to help understand why performance is 
what it is.

We hope you find the information useful and can apply some of the 
concepts to your credit union to evaluate your success, 
communicate results to others, and educate your board of directors.

What Is This Report About?
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Key Findings, 2023 Q1
T H E  B I G  P I C T U R E
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• Operating ROA fell by 0.16% to 0.79% but remains near the 
10-year average of 0.81%. That’s fine for this quarter but 
read on as storm clouds are building.

• Net revenue in hard dollars declined at an annualized rate 
of 4.6%. In a fixed-cost industry, the first sign of trouble 
shows up here.

• Net interest income, which excludes loan loss provision, 
also declined in hard dollars this quarter. Net interest 
margin fell 0.06% to 3.01%.

• Cost of funds continues its upward trend, up 0.28% this 
quarter. Expect intense competition for deposits.

• Operating non-interest income in hard dollars declined at 
an annualized rate of 13.2%, it is 35.8% of non-interest 
expense; lower than any point in the past 10 years.

Without non-interest income, credit unions would be 
unprofitable; this income source represents 1.04% of 
assets, greater than the 0.79% operating ROA this quarter.

• This was a quarter of below average loan growth. Loans 
held on the balance sheet grew at an annualized rate of 
6.3% but the loan to asset ratio held steady at 69%.

• Relationship share balance declined at a 7.8% annualized 
rate this quarter. This low-cost funding source has declined 
$93 billion system-wide versus one year ago.

• Rate sensitive funds grew at an annualized rate of 57.9% 
this quarter. Heavier reliance upon this funding source is 
driving up overall cost of funds.

• Net charge-offs have steadily risen to 0.52% this quarter, 
slightly higher than the 10-year average of 0.49%.



Key Findings (continued)
T H E  B I G  P I C T U R E
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• Switching to good news, surplus funds yield improved 0.22%
this quarter. Signaled aversion to rate cuts by the Federal
Reserve will help to extend this favorable trend.

• Loan yield improved 0.24% this quarter but cost of funds
increased 0.11% faster, causing the spread between loan
yield and cost of funds to shrink. About 68% of credit union
loans held on the balance sheet (first mortgages and vehicle
loans) tend to be fixed rate. Enough contractual yield today
is necessary to cover increasing costs in the future.

• Unrealized losses on available for sale securities declined
this quarter but represent 14.0% of total credit union net
worth. There is no loss if a security is held until maturity, but
it strains liquidity due to reluctance/inability to take losses.

• Non-interest expense growth slowed dramatically to 0.6%.

• The industry remains well capitalized with a PCA Coverage 
Ratio equal to 10.6 years of historic loan losses.

• Inflation has declined to 4.0% as of May. This is the lowest 
it’s been since May 2021, driven by lower energy prices.

• However, as a response to previous high levels of inflation, 
the Federal Reserve has been raising the federal funds 
effective rate.

– While the previous target range was 4.50-4.75%, the 
target range was raised to 5.00-5.25% in May.

– As of June, the federal funds rate is 5.07%.



Key Indicators Directory
K E Y  I N D I C A T O R S
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Operating ROA
About Operating ROA

Net Revenue Growth
Net Interest Income Growth

Loan Growth

Relationship Share Growth

Rate Sensitive Funds Growth

Net Interest Margin

Loan Yield

Surplus Funds Yield

Cost of Funds

Non-Interest Income Growth

About Net Revenue Growth

Economy of Scale Ratio
Non-Interest Expense Growth

About Economy of Scale Ratio

Relationship per Member
About Relationship per Member

Product Mix
Overall Product Mix

Loan to Asset Ratio

Relationship Share to Asset Ratio

Non-Interest Income to 
Non-Interest Expense

About Product Mix

Excess Reserves
Total Reserves Chart

Net Charge-Offs Chart

PCA Coverage Ratio Chart

About Excess Reserves

The Fine Print
What Is This Report About?

Dive Deeper: Filene Resources

Six Key Indicators Vital to 
Credit Union Performance



OPERATING 
ROA 
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Comments and Observations

Operating ROA substitutes net charge-
offs for provision expense to give a “real-
time” read on financial performance.

In the first quarter of 2023, operating 
ROA declined 0.16% to 0.79% which is 
very close to the 10-year average of 
0.81%.

The primary reasons for the decline were 
deterioration in net interest margin, 
lower non-interest income, and higher 
net charge-offs.

O P E R A T I N G  R E T U R N  O N  A V E R A G E  A S S E T S
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NET REVENUE 
GROWTH
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Source: NCUA 5300 FPR

Comments and Observations

Net revenue is the sum of net interest 
income and non-interest income. It 
excludes provision for loan loss expense.  
Think of net revenue as “top line” sales.

In Q1 2023, net revenue declined at an 
annualized rate of 4.6%.

Why is this important? In a fixed-cost and 
capital constrained industry, the first sign 
of trouble shows up on the top line, not 
the bottom line. It is important that net 
revenue outpace the rate of non-interest 
expense growth.
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Source: NCUA 5300 FPR

Comments and Observations

Net interest income, in dollars, is the 
largest component of net revenue.

In Q1 2023, net interest income declined 
at an annualized rate of 1.4%.

There are two components to net interest 
income: balance and interest rates.

The next three slides address how 
balance is impacting net interest income 
(loan growth, relationship share growth, 
and rate sensitive funds growth).

The four after that address how rates are 
impacting net interest income (net 
interest margin, loan yield, surplus funds 
yield, and cost of funds).
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Source: NCUA 5300 FPR

Comments and Observations

Loan growth in Q1 2023 declined below 
the 10-year average, falling to 6.3% 
annualized.

During the past quarter, the annualized 
rate of growth was as follows:

• 17.9% for 2nd Mortgage/Credit Line

• 12.6% for Commercial Loans

• 6.9% for Used Vehicle Loans

• 4.8% for New Vehicle Loans

• 3.8% for First Mortgage Loans

• -0.4% for Unsecured Credit Card
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Source: NCUA 5300 FPR
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Comments and Observations

Relationship shares are draft, regular, 
money market, and health savings 
accounts.

The impact of stimulus dollars flowing 
into the financial system and cash 
conservation can be seen in the 
unprecedented growth rates in 2020 and 
2021, but the trend has reversed itself.

In Q1 2023 relationship share balance 
declined again – at 7.8% annualized rate.

Loss of this low-cost funding source 
signals competition for funding will be 
based more upon price.

N E T  R E V E N U E  G R O WT H
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Source: NCUA 5300 FPR

Comments and Observations

Rate sensitive funds are certificates, 
IRAs, non-member deposits, and 
borrowings.

Growth in Q1 2023 is staggering at an 
annualized rate of 57.9% as this 
category of funding is becoming more 
important to support loan growth and 
ease strain on liquidity due to 
unrealized losses on AFS securities.
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Source: NCUA 5300 FPR

Comments and Observations

Net interest margin, the rate of return on 
the balance sheet, declined 0.06% in Q1 
2023.

During the past quarter:

• Cost of funds increased 0.28%.

• Surplus funds yield increased 0.22%

• Loan yield increased 0.17%

It is noteworthy that cost of funds 
increased faster than loan yield as 68% 
of credit union loans tend to be fixed 
rate (first mortgages and vehicle).
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Source: NCUA 5300 FPR

Comments and Observations

Loan yield increased by 0.17% this 
quarter. This is important because cost of 
funds is starting to move quickly now. In 
fact, cost of funds increased faster than 
loan yield this past quarter (0.28% vs. 
0.17%).

It is important that loans booked today, 
especially fixed rate, carry enough yield 
to cover continued increases in funding 
costs in future quarters and years.

5.01%

4.79%

4.64%

4.56% 4.56%

4.70%

4.92%

4.74%

4.41%
4.45%

4.29%

4.47%

4.71%

4.88%

4.68%

4.00%

4.20%

4.40%

4.60%

4.80%

5.00%

5.20%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Jun '22 Sep '22 Dec '22 Mar '23

Loan Yield (% Average Loans)
(Line: Ten-Year Average)

SINGLE QUARTERANNUAL

N E T  R E V E N U E  G R O WT H

Credit Union Financial Performance Indicators, 2023 Q1



16

Source: NCUA 5300 FPR

Comments and Observations

Overall surplus funds yield increased 
0.22% in the quarter just ended.

The Federal Reserve is signaling no rate 
cuts on the short-end of the yield curve 
which will help credit unions holding 
large amounts of liquid funds.

Deposits are now becoming valuable 
again. In a low-rate environment there is 
very little spread between deposit cost 
and surplus funds yield. That is all 
changing. Savers will start to be rewarded 
and credit unions that lack strong lending 
skills will make a larger spread on funding 
sources now.

1.14%
1.24% 1.24%

1.34%

1.65%

2.05%

2.33%

1.28%

0.89%

2.51%

1.24%

1.85%

2.34%

2.56%

1.57%

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Jun '22 Sep '22 Dec '22 Mar '23

Surplus Funds Yield (% Average Surplus Funds)
(Line: Ten-Year Average)

SINGLE QUARTERANNUAL

N E T  R E V E N U E  G R O WT H

Credit Union Financial Performance Indicators, 2023 Q1



17

Source: NCUA 5300 FPR

Comments and Observations

Cost of funds is moving rapidly, increasing 
0.28% versus last quarter. Recall, deposit 
costs tend to lag early in upward rate 
cycles and move more quickly later.

For context, the last time Fed Funds was 
this high, credit union cost of funds hit 
3.19% (2007).

Expect pressure on cost of funds to 
continue. Banks, neo-banks, and 
brokerage houses want deposits because 
a sizeable investment spread now exists.

Tightening liquidity will also play a role in 
competition for funds (loan to asset ratio, 
unrealized losses on AFS securities).
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Source: NCUA 5300 FPR
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Comments and Observations

Operating non-interest income is the sum 
of fee income and other income as 
recorded on the call report.

In Q1 2023 total operating non-interest 
income declined at a 13.2% annualized 
rate. Fee income declined at a 12.9% 
annualized rate and other income 
declined at a 13.4% annualized rate.

Without non-interest income, credit 
unions would be unprofitable (non-
interest income was 1.04% of assets this 
past quarter; operating ROA was 0.79%) 

N E T  R E V E N U E  G R O WT H
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Source: NCUA 5300 FPR

Comments and Observations

During 2020 and 2021, output grew much 
faster than input leading to gains in 
economy of scale, but some of those 
gains appear to be temporary due to 
stimulus activity, as noted by the decline 
in performance each of the last four 
quarters compared (smaller numbers 
indicate greater economy of scale).

Over the past ten years, credit union 
performance has shown a trend of 
improvement, which helps to increase 
overall competitiveness but there has 
been reversion to the mean in recent 
quarters.
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Source: NCUA 5300 FPR

Comments and Observations

Non-interest expense grew in Q1 2023 
at an 0.6% annualized rate; much slower 
than the 10-year average of 6.4%.

Compensation and occupancy expense 
grew at an annualized rate of 3.2% and 
2.7% respectively; the remaining non-
interest expense categories held flat or 
declined slightly.3.8%
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Source: NCUA 5300 FPR

Comments and Observations

Relationship per member holds interest 
rates constant over time to ensure a clean 
read on depth of relationship is 
presented.

Over the past 10 years, relationship per 
member has been steadily increasing. It 
has accelerated recently due to stimulus 
activity.

Relationship per member has remained 
steady over the prior four quarters as 
loan growth has offset the recent decline 
in non-interest income.
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Source: NCUA 5300 FPR

Comments and Observations

Overall product mix is a composite of the 
following: loan to asset ratio, relationship 
share (draft, regular, money market, 
health savings accounts) to asset ratio, 
and non-interest income as a percent of 
non-interest expense.

The composite score is now below the 
10-year average due to a sharp drop in 
both relationship shares to assets and 
non-interest income as a percent of non-
interest expense.
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Source: NCUA 5300 FPR

Comments and Observations

A high ratio shows knowledge, skill, and 
ability in lending which is important for 
three reasons.

First, a credit union that performs poorly 
here must rely upon surplus funds for 
income; placing its destiny in the hands of 
the yield curve.

Second, because loans produce a higher 
rate of return than surplus funds, the 
higher the ratio, the greater the return on 
assets.

Third, a high ratio is an efficient use of 
net worth. Grow loans first, then grow 
assets only when funding is needed.

60.7%

63.5%

65.4%

67.2%

69.4%

71.8%
70.7%

63.0%

60.9%

69.5%

64.9%

67.8%

69.5% 69.2%

66.2%

50.0%

55.0%

60.0%

65.0%

70.0%

75.0%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Jun '22 Sep '22 Dec '22 Mar '23

Loans as Percent of Assets
(Line: Ten-Year Average)

SINGLE QUARTERANNUAL

P R O D U C T  M I X

Credit Union Financial Performance Indicators, 2023 Q1



27

Source: NCUA 5300 FPR

Comments and Observations

A high ratio shows knowledge, skill, and 
ability in funding which is important for 
three reasons.

First, it reduces reliance upon “rate-
shoppers” for funding.

Second, relationship shares have a long 
average life, thus reducing interest rate 
risk.

Third, because this funding source is 
transactional in nature, a wealth of data 
on member spending and saving exists, 
which can be used to deepen 
relationships, making it difficult for 
competitors to steal members away.
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Source: NCUA 5300 FPR

Comments and Observations

A high ratio shows knowledge, skill, and 
ability in non-interest income generation 
which is important for three reasons.

First, it’s important for sustainability.  
Many non-interest income sources are 
recurring, so each year begins with a 
pipeline of revenue.

Second, it reduces reliance upon net 
interest income (and the yield curve).

Third, most sources of income require no 
regulatory capital. It’s a way to grow 
without straining net worth; instead, it 
improves it.
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Source: NCUA 5300 FPR

Comments and Observations

Total reserves are the summation of 
balance sheet items: net worth and loan 
loss reserve.

Rather than measure total reserves as a 
percent of assets, it is measured as a 
percent of loans on the chart to the left 
to demonstrate how much is present to 
secure the riskiest asset on the balance 
sheet.

In the prior quarter, total reserves grew 
by $10.3 billion while loans grew by $23.6 
billion. The recent trend has been 
reversed with reserves now growing 
faster than loans.
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Source: NCUA 5300 FPR

Comments and Observations

Net charge-offs as a percent of loans are 
slightly higher than the 10-year average, 
increasing 0.09% to 0.52% this past 
quarter.

In hard dollars, net charge-offs increased 
23% for the quarter just ended.

Credit unions took loan loss provision 
expense at an annualized rate of 0.58% of 
loans in Q1 2023, a three-fold increase 
versus the same quarter a year ago.

0.57%

0.50% 0.48%

0.55%

0.60%
0.58% 0.56%

0.45%

0.26%

0.34%

0.29%

0.34%

0.43%

0.52%

0.49%

0.00%

0.10%

0.20%

0.30%

0.40%

0.50%

0.60%

0.70%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Jun '22 Sep '22 Dec '22 Mar '23

Net Charge-Offs (% Average Loan Balance)
(Line: Ten-Year Average)

SINGLE QUARTERANNUAL

E X C E S S  R E S E R V E S

Credit Union Financial Performance Indicators, 2023 Q1



32

Source: NCUA 5300 FPR

Comments and Observations

The PCA (prompt corrective action) 
coverage ratio measures the excess 
reserve buffer in number of years.

Since in 2003, average credit union loan 
losses are 0.62% of loans; equal to $9.4 
billion if applied to current loan balance 
system-wide.

Total reserves in excess of 7% PCA are 
currently $100.0 billion.

Dividing excess reserves by the historic 
credit loss rate means that 10.6 years of 
excess reserves exist to protect against 
7% PCA.
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To dive deeper, check out some of Filene’s cutting-edge research on:

Filene Resources
D I V E  D E E P E R
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As loan growth has slowed, credit unions 
must be willing to implement innovative 
lending practices. This report reviews 
ITIN lending programs, which may drive 
loan and membership growth while 
serving underbanked communities. 
Effective ITIN lending requires 
operational updates, stakeholder 
training, culturally informed service 
delivery, and deep community 
engagement.

Connecting with and understanding your 
members’ financial needs is vital to 
growth. This report offers a guide for 
implementing a photovoice project, 
which puts cameras into members’ hands 
to capture aspects of their daily lives and 
experiences. Photovoice provides 
decision-makers with valuable data that 
can lead to membership growth, tailored 
marketing campaigns, and product 
development.

The most effective tool to measure growth 
and success is data. This report focuses on 
leveraging leadership and culture to 
generate value for members through data 
analytics. Leaders need to be purposeful in 
facilitating the necessary cultural change 
that encourages all employees to embrace 
analytics as a part of their everyday roles 
and as a source of credit union 
sustainability and member value creation.

Credit unions are redeploying the credit 
union service organization (CUSO) model 
to create new avenues for growth 
through innovative collaboration. This 
report outlines how partnering with next 
generation CUSOs offers a vital new 
opportunity for collaboration that can 
help credit unions spark new growth, 
shore up balance sheets, and allow credit 
unions to take advantage of fintech 
offerings.
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https://filene.org/learn-something/reports/new-insights-on-itin-lending-as-a-driver-for-growth
https://filene.org/learn-something/reports/photovoice-a-facilitators-guide
https://filene.org/learn-something/reports/developing-leadership-and-culture-to-drive-analytics-value
https://filene.org/learn-something/reports/the-next-generation-cuso-new-cuso-models-for-growth-and-innovation


Operating Return on Assets provides a 
real-time view of performance because 
it replaces provision expense with net 
loan charge-offs.

Six Areas Vital to Credit Union Performance
T H E  F I N E  P R I N T
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Net Revenue is where the first sign of 
trouble shows up but is not reported 
on traditional financial statements. The 
largest section of this report resides here.

Economy of Scale measures productivity 
while avoiding the pitfalls of traditional 
measures.

Relationship per Member evaluates the 
depth of member relationship in a more 
robust manner than share of wallet.

Product Mix is used to assess how 
effectively member capital is being 
deployed and the level of institutional 
knowledge, skill, and ability relative 
to income generation.

Excess Reserves measures the buffer 
present to protect against prompt 
corrective action.

Credit Union Financial Performance Indicators, 2023 Q1



What is Operating ROA?

Operating ROA is interest income, plus non-
interest income, less interest expense, less 
non-interest expense, less net charge-offs.

It replaces provision for loan loss expense 
(PLL) with net charge-offs (NCO) because PLL is 
unrealized losses—an estimate of future loan 
losses yet to materialize. NCO, on the other 
hand, is the exact amount of the loss, when it 
occurs. It provides a “real-time” view of 
operating performance.

Why is it important?

Operating ROA is important for three reasons:

1. Profitable organizations do not fail.

2. It determines how fast the credit union can 
grow because operating profit is either 
directed to net worth or loan loss reserve, 
both of which must be maintained relative to 
the balance they support.

3. It determines how much the credit union can 
invest in operations to maintain market 
relevance and capture market share.

1. Operating Return on Average Assets
A B O U T
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What is Net Revenue?

Net revenue is net interest income plus 
non-interest income. It does not include 
provision for loan loss expense.

Why is it important?

Net revenue is “top line” sales. It is 
important because the first sign of 
trouble shows up here.

Financial services is a fixed cost industry. 
When revenue wanes, profit immediately falls. 
The response is often to cut expenses in order 
to prop up the bottom line in the short-run, 
but this is not sustainable in the long-run 

because lack of continuous investment in 
the cooperative, leads to outdated products, 
services, and delivery channels, which make 
it difficult to maintain market relevance.

When all cost cutting avenues have been 
exhausted, risk-taking ensues—lowering 
underwriting standards, reaching for return 
though risker lending concentration, interest 
rate risk, etc.—the consequences of which 
do not show up for several quarters.

2. Net Revenue Growth
A B O U T
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What is Economy of Scale?

Economy of scale is realized when output 
grows faster than input. The economy of 
scale ratio compares growth in non-interest 
expense to growth in loans, relationship 
shares (draft, regular, money market, and 
health savings accounts), and non-interest 
income. A smaller ratio is better.

Why is it important?

Economy of scale is important because larger 
competitors hold a cost advantage that allows 
them to price more competitively, invest 
more in the organization for market 

relevance, pay its staff better for 
attraction/retention, and accrete 
capital faster to fuel growth.

It’s also important to understand what 
economy of scale is not. Economy of scale 
is not the expense to assets ratio. Why? 
Because it counts expense but ignores 
non-interest income generated as a result 
of that expense.

Economy of scale is not the efficiency ratio. 
Why? Because interest rates have nothing 
to do with economy of scale—a widening net 
interest margin will hide a decline 
in productivity.

3. Economy of Scale Ratio
A B O U T
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What is Relationship per Member?

Relationship per member measures how 
much net revenue contribution members are 
bringing to the credit union. When trended 
over time, it is possible to see how depth of 
member relationship is changing.

Why is it important?

Studies have shown the cost of acquiring a 
new member is high. Making sure you are 
getting all you can from existing relationships 
is a cost-effective way of growing.

Many credit unions look at “share of wallet” 
as a proxy for depth of member relationship.  

It’s a good start but has a few shortcomings, 
specifically: it fails to recognize that loan 
balance, transaction share balance, and 
time deposit balance make vastly different 
contributions to profitability, and it ignores 
non-interest income, which has become a 
significant source of revenue.

Relationship per member values loans 
and shares relative to their contribution 
to profitability and includes non-interest 
income, making it a robust measure of 
depth of relationship.

4. Relationship per Member
A B O U T
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What is Product Mix?

Product mix measures how effectively a 
credit union is deploying the net worth 
members have entrusted the leadership 
team with. It is also a good barometer of 
overall knowledge, skill, and ability in the 
credit union as is relates to lending, funding, 
and non-interest income generation.

Why is it important?

Credit unions with weak product mix will 
find it difficult to grow because they are not 
generating enough profit margin to maintain 
net worth as they scale. Their only path to 

prosperity is via high net interest margin, 
extremely efficient operations (low-cost 
operations), few loan losses, or some 
combination of the three.

On the other hand, credit unions with 
strong product mix will find it easier to scale 
because they produce a strong net interest 
margin on smaller spreads, making them 
more price competitive. Maintaining net 
worth is much easier for credit unions with 
strong product mix.

5. Product Mix
A B O U T
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What is Excess Reserves?

Your regulator defines the minimum level of 
reserves that must be maintained. Excess 
reserves are the buffer to avoid prompt 
corrective action (PCA).

Why is it Important?

Net worth is profit taken from members and 
held on the balance sheet. The goal of any 
cooperative should be to hold enough but 
avoid keeping too much. How much is 
enough of a buffer to hold?

One way to look at the necessary buffer is by 
measuring the years of reserves needed to 

cover a certain level of net charge-offs. The 
level of net charge-offs could be a historic 
loss ratio, or an elevated ratio, to serve as a 
stress test.

The PCA coverage ratio provides a logical way 
to establish a buffer, rather than using an 
arbitrary amount.

6. Excess Reserves
A B O U T
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Sponsors for helping support this research 
from the Center for Performance and 
Operational Excellence.
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