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2019 Highlights

Retained Earnings Member Satisfaction Score

2019 $117,838,575 vollll 92.01%
$110,377176 93.06%
$104,392,126 90.33%

2l $7,461,399 2l $1,004,416,958
$5,985,050 $917,256,720
$4,433,356 $787,705,796

Total Net Loans

Total Members

2019 $843,165,649 2l 55,018
$778,204,965 52,865
$707,944,982 50,178

Membership Shares

Z29Cl $819,547,852

$707,213,059

$640,675,567
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Independent Auditor’s Report

May 4, 2020

To the Supervisory Committee and Board of Directors
of Farmers Insurance Group Federal Credit Union

Report on the Financial Statements

We have audited the accompanying financial statements of Farmers Insurance Group Federal Credit Union,
which comprise the statements of financial condition as of December 31, 2019 and 2018, and the related
statements of income, comprehensive income, members’ equity and cash flows for the years then ended, and
the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Insight. Oversight. Foresight.”

Known Internationally as Moore Doeren Mayhew, P.C. An Independent Firm Associated With Moore Global Network Limited.



DoerenMayhew

To the Supervisory Committee and Board of Directors
of Farmers Insurance Group Federal Credit Union
Page 2

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Farmers Insurance Group Federal Credit Union, as of December 31, 2019 and 2018, and the results

of its operations and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Docren Magfhen

Doeren Mayhew
Miami, FL



FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

STATEMENTS OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2019 AND 2018

Assets

Cash and cash equivalents
Interest bearing deposits
Investments:
Available-for-sale
Credit Union Service Organizations
Federal Home Loan Bank (FHLB) stock
Loans to members, net of allowance for loan losses
Accrued interest receivable
Prepaid and other assets
Property and equipment
National Credit Union Share Insurance Fund (NCUSIF) deposit

Total assets

Liabilities and Members' Equity

Liabilities:
Members' shares and savings accounts
Borrowed funds
Accrued expenses and other liabilities

Total liabilities
Commitments and contingent liabilities
Members' equity:
Regular reserve
Undivided earnings
Accumulated other comprehensive income

Total members' equity

Total liabilities and members' equity

2019 2018
$22,250,759 $6,463,683
99,194,000 95,404,000
3,565,741 4,926,860
13,656,611 9,124,605
2,131,700 2,458,500
843,165,649 778,204,965
4,123,496 3,755,952
5,046,723 5,723,787
3,548,247 4,227,850
7,734,032 6,966,518
$1,004,416,958  $917,256,720
$819,547,852  $707,213,059
58,125,361 91,007,105
8,883,756 8,628,064
886,556,969 806,848,228
16,966,743 16,966,743
100,871,832 93,410,433
21,414 31,316
117,859,989 110,408,492
$1,004,416,958  $917,256,720

See accompanying notes to the financial statements.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31, 2019 AND 2018

Interest income:
Loans to members
Investment securities

Total interest income

Interest expense:
Members' shares and savings accounts
Borrowed funds

Total interest expense
Net interest income
Provision for loan losses

Net interest income after provision
for loan losses

Non-interest income:
Overdraft and share draft fees
Interchange income
Service charges and other fees
Other income

Total non-interest income

Non-interest expenses:
Compensation and benefits
Office operating costs
Educational and promotional
Professional and outside services
Office occupancy
Other expenses
Loan servicing

Total non-interest expenses

Net income

See accompanying notes to the financial statements.
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2019 2018
$52,192,753 $45,948,213
3,300,224 2,753,919
55,492,977 48,702,132
10,040,406 6,735,686
1,618,571 1,347,559
11,658,977 8,083,245
43,834,000 40,618,887
4,129,730 3,817,394
39,704,270 36,801,493
3,232,928 3,483,400
3,055,178 3,092,196
1,130,100 1,106,947
420,016 705,603
7,838,222 8,388,146
21,398,806 21,664,577
8,176,090 7,804,469
3,460,493 3,320,507
1,974,907 1,757,360
1,775,492 1,739,565
1,963,048 1,696,052
1,332,257 1,222,059
40,081,093 39,204,589
$7,461,399  $5,985,050




FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

STATEMENTS OF COMPREHENSIVE INCOME
YEARS ENDED DECEMBER 31, 2019 AND 2018

2019 2018

Net income $7,461,399 $5,985,050

Other comprehensive loss:

Available-for-sale investments:
Net unrealized holding losses on
available-for-sale investments (9,902) (12,716)
Reclassification adjustment for investment
(gains)/losses included in net income — —

Other comprehensive loss (9,902) (12,716)

Comprehensive income $7,451,497 $5,972,334

See accompanying notes to the financial statements.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

STATEMENTS OF MEMBERS' EQUITY

YEARS ENDED DECEMBER 31, 2019 AND 2018

Balance,

December 31, 2017
Net income
Other comprehensive loss

Balance,

December 31, 2018
Net income
Other comprehensive loss

Balance,
December 31, 2019

Accumulated

Other
Regular Undivided Comprehensive
Reserve Earnings Income/(L.0ss) Total
$16,966,743  $87,425,383 $44,032 $104,436,158
— 5,985,050 — 5,985,050
— — (12,716) (12,716)
16,966,743 93,410,433 31,316 110,408,492
— 7,461,399 — 7,461,399
— — (9,902) (9,902)
$16,966,743  $100,871,832 $21,414 $117,859,989

See accompanying notes to the financial statements.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2019 AND 2018

2019 2018
Cash flows from operating activities:
Net income $7,461,399 $5,985,050
Adjustments to net cash provided from operating
activities:
Provision for loan losses 4,129,730 3,817,394
Depreciation and amortization 1,384,227 1,354,906
Loss attributable to investments in
Credit Union Service Organizations 467,994 287,834
Net changes in operating assets and liabilities:
Increase in accrued interest receivable (367,544)  (663,096)
Decrease/(increase) prepaid and other assets 677,064 (1,632,706)
Increase/(decrease) in accrued expenses and other liabilities 255,692 (1,041,399)
Total adjustments 6,547,163 2,122,933
Net cash provided from operating activities 14,008,562 8,107,983

See accompanying notes to the financial statements.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2019 AND 2018

Cash Flows (Continued)

Cash flows from investing activities:

Proceeds from interest bearing deposits

Purchase of interest bearing deposits

Proceeds from maturities and repayments
of available-for-sale investments

Proceeds from the maturity of held-to-maturity
investments

Investment in Credit Union Service Organizations

Net change in loans to Credit Union Service Organizations

Redemption/(purchase) of FHLB stock

Net change in loans to members

Expenditures for property and equipment

Increase in NCUSIF deposit

Net cash used in investing activities
Cash flows from financing activities:
Net change in members' shares and savings accounts
Proceeds from borrowed funds
Repayment of borrowed funds
Net cash provided from financing activities
Net change in cash and cash equivalents

Cash and cash equivalents - beginning

Cash and cash equivalents - ending

Supplemental Information

Interest paid

See accompanying notes to the financial statements.
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2019 2018
112,664,000 97,949,000
(116,454,000) (185,156,000)

1,351,217 1,605,666
— 3,120,000
(1,000,000) (250,000)
(4,000,000) 1,250,000
326,800 (732,500)
(69,090,414)  (74,077,377)
(704,624)  (2,028,697)
(767,514) (968,380)
(77,674,535) (159,288,288)
112,334,793 66,537,492
7,700,000 58,650,000
(40,581,744) (567,503)
79,453,049 124,619,989
15,787,076 (26,560,316)
6,463,683 33,023,999
$22,250,759  $6,463,683
$11,658,977  $8,083,245




FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies

Organization

Farmers Insurance Group Federal Credit Union (the Credit Union) is a cooperative association
organized in accordance with the provisions of the Federal Credit Union Act for the purpose of
promoting thrift among, and creating a source of credit for, its members. Participation in the Credit
Union is limited to those individuals who qualify for membership. The field of membership is
defined by the Credit Union’s Charter and Bylaws.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America (GAAP) requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities as of the dates of the financial statements and the reported amounts of revenues and
expenses for the periods then ended. Actual results could differ from those estimates. Estimates
that are particularly susceptible to change include the determination of the allowance for loan losses
and the fair value of financial instruments. The significant accounting principles and policies used
in the preparation of these financial statements, together with certain related information, are
summarized below.

Concentrations of Credit Risk

A significant amount of the Credit Union’s business activity is with members who are employees
or former employees of Farmers Insurance Group, Inc. The Credit Union also may be exposed to
credit risk from a regional economic standpoint, since a significant concentration of its borrowers
work or reside in the state of California. However, the loan portfolio is well diversified and the
Credit Union does not have any significant concentration of credit risk, except unsecured loans,
which by their nature, increase the risk of loss compared to those loans that are collateralized.

Comprehensive Income/(Loss)

Accounting principles generally require that recognized revenue, expenses, gains and losses be
included in net income. Certain changes in assets and liabilities are reported in a separate
component of comprehensive income/(loss). Other comprehensive income/(loss) is limited to the
changes in unrealized gain/(loss) on available-for-sale investments. When available-for-sale
investments are sold, the gain or loss realized on the sale is reclassified from accumulated other
comprehensive income/(loss) to the gain or loss on sale of investments reported in the statements
of income.



FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies (Continued)

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents includes cash on hand, amounts
due from banks and corporate credit unions (including cash items in the process of clearing) and
interest-bearing deposits in banks and corporate credit unions with an original maturity of 90 days
or less, including overnight deposits. Amounts due from banks and corporate credit unions may, at
times, exceed federally insured limits.

Interest Bearing Deposits

Interest bearing deposits are time deposits with financial institutions. Time deposits with banks
and corporate credit unions may, at times, exceed federally insured limits.

Investments
The Credit Union’s investments are classified and accounted for as follows:

Available-for-sale: Government and government agency mortgage-backed securities, guaranteed
notes, and collateralized mortgage obligations are classified as available-for-sale when the Credit
Union anticipates that the securities could be sold in response to rate changes, prepayment risk,
liquidity, availability of and the yield on alternative investments and other market and economic
factors. These securities are reported at fair value in the statements of financial condition.

Held-to-Maturity: Negotiable certificates of deposit which the Credit Union has the positive intent
and ability to hold to maturity are reported at cost, adjusted for amortization of premiums and
accretion of discounts which are recognized in interest income over the period to maturity.

Unrealized gains and losses on available-for-sale investments are recognized as direct increases or
decreases in other comprehensive income/(loss). Purchase premiums and discounts are recognized
in interest income over the terms of the securities. Declines in the estimated fair value of available-
for-sale securities below their cost that are other than temporary are reflected as realized losses in
the statements of income. Factors affecting the determination of whether an other-than-temporary
impairment has occurred include, among other things: (1) the length of time and the extent to which
the fair value has been less than cost, (2) the financial condition and near term prospects of the
issuer, (3) the Credit Union does not intend to sell these securities, and (4) it is more likely than not
that the Credit Union will not be required to sell before a period of time sufficient to allow for any
anticipated recovery in fair value. Gains and losses on the sale of securities are recorded on the
trade date and the costs of securities sold are determined using the specific identification method.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies (Continued)

Credit Union Service Organizations

The Credit Union has investments in several credit union service organizations (CUSOs). As of
December 31, 2019 and 2018, the Credit Union owned 50% of Community Mortgage Funding,
LLC (CMF). CMEF provides residential mortgage origination, processing, underwriting, closing,
funding, and servicing for the benefit of credit unions. As of December 31, 2019, CMF’s assets and
liabilities approximated $11,617,000 and $5,914,000, respectively. As of December 31, 2018,
CMF’s assets and liabilities approximated $10,099,000 and $4,660,000, respectively. CMF
reported net income/(loss) of approximately $337,000 and ($129,000) during the years ended
December 31, 2019 and 2018, respectively. Additionally, the Credit Union has provided CMF a
$5,000,000 line of credit to facilitate CMF’s operations. The line of credit is secured by CMF’s
cash, receivables and intangible assets. The line of credit is variable rate and matures on May 31,
2021. As of December 31, 2019 and 2018, the outstanding balance of the line of credit was
approximately $2,750,000 and $2,250,000, respectively.

As of December 31, 2019 and 2018, the Credit Union owned 20.3% of Extensia Financial, LLC
(Extensia). Extensia provides business lending services (i.e. brokerage, servicing, consulting) to
credit unions. As of December 31, 2019, Extensia’s assets and liabilities approximated
$19,899,000 and $14,886,000, respectively. As of December 31, 2018, Extensia’s assets and
liabilities approximated $15,984,000 and $10,494,000, respectively. Extensia reported net
(loss)/income of approximately ($674,000) and $124,000 during the years ended December 31,
2019 and 2018, respectively. Additionally, the Credit Union has provided Extensia a $3,500,000
promissory note to facilitate Extensia’s operations. The promissory note is secured by Extensia’s
cash, receivables and intangible assets. As of December 31, 2019 the outstanding balance of the
promissory note was approximately $3,500,000.

As of December 31, 2019 and 2018, the Credit Union also owned 8.70% and 10.91%, respectively,
of Constellation Digital Partners, LLC (CDP). CDP provides a cloud-based marketplace that
enables credit unions and developers to provide digital financial services to credit union members.
As of December 31, 2019, CDP’s assets and liabilities approximated $26,159,000 and $1,723,000,
respectively. As of December 31, 2018, CDP’s assets and liabilities approximated $30,826,000
and $1,337,000, respectively. CDP reported net losses of approximately $5,053,000 and $2,432,000
during the years ended December 31, 2019 and 2018, respectively. All of these investments are
accounted for under the equity method based on the Credit Union’s percentage of ownership and/or
level of influence exercised over the companies. Under the equity method, initial investments are
subsequently adjusted for the Credit Union’s share of earnings and losses.

During the year ended December 31, 2019, the Credit Union invested $1,000,000 in CU Railz, LLC
(CU Railz). CU Railz offers an enhancement to the Credit Union’s electronic bill pay platform and
allows members to make payments to/from other financial institutions easily. The investment in
CU Railz is accounted for under the cost method based on the Credit Union’s percentage of
ownership and/or level of influence exercised over the companies. Under the cost method, the
investment is recorded at its historical cost unless there is evidence of impairment.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies (Continued)

Federal Home Loan Bank (FHLB) Stock

As a member of the FHLB, the Credit Union is required to invest in stock of the FHLB. The FHLB
stock is carried at cost and its disposition is restricted. Based on its restricted nature, no ready
market exists for this investment and it has no quoted market value.

Loans to Members

Loans that the Credit Union has the intent and ability to hold for the foreseeable future are stated
at unpaid principal balances, less an allowance for loan losses and net deferred loan origination fees
and costs. Interest on loans to members is recognized over the terms of the loans and is calculated
on principal amounts outstanding.

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

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

Loan fees and certain direct loan origination costs are deferred, and the net fee or cost is recognized
as an adjustment to interest income on loans over the estimated life of the loans.

Allowance for Loan Losses

The allowance for loan losses (“allowance”) is an estimate of loan losses inherent in the Credit
Union’s loan portfolio. The allowance is established through a provision for loan losses which is
charged to expense. Loan losses are charged off against the allowance when the Credit Union
determines the loan balance to be uncollectible. Cash received on previously charged-off amounts
is recorded as a recovery to the allowance.

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

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies (Continued)

Allowance for Loan Losses (Continued)

For the purpose of determining the allowance disclosures, the Credit Union has segmented loans
in the portfolio by product type. Loans are divided into the following segments: Consumer,
Residential Real Estate, and Commercial. The Credit Union further disaggregates these segments
into classes based on the associated risks within those segments. Consumer loans are divided into
three classes: Unsecured, Automobile, and Other secured.

Residential real estate loans are divided into three classes: First mortgage, Second mortgage, and
Home equity line of credit (HELOC). Commercial loans are divided into three classes: Agency
secured, Agency unsecured, and Real estate. Agency secured loans are secured by the value of
agencies owned by a Farmers Insurance Agent or a Farmers Insurance District Manager. Agency
unsecured loans are comprised of unsecured loans used for agency acquisitions by Farmers
Insurance Agents and other agency business purposes. Each class of loans requires significant
judgment to determined estimation method that fits the credit risk characteristics of its portfolio
segment. The Credit Union uses both internally developed and vendor supplied models in the
process. The vendor model is supplied by P360, Inc. The P360, Inc. model provides meaningful
insights into the portfolio’s risk composition, as dictated by the intrinsic value and other relevant
market data. The model is specifically designed to calculate the risk of the loan portfolio on an
individual loan level basis to provide optimal loss coverage analysis over the next 12 months.

The allowance consists of specific and general components. The specific component covers
impaired loans and troubled debt restructurings and the specific allowances are established for these
loans based on a thorough analysis of the most probable source of repayment, including the present
value of the loan’s expected future cash flows, the loan’s estimated market value, or the estimated
fair value of the underlying collateral. The general component covers non-impaired loans and is
based on historical losses adjusted for current factors. This actual loss experience is adjusted for
economic factors based on the risks present for each portfolio segment or class of loans. These
economic factors include consideration of the following: levels of and trends in delinquencies and
impaired loans; levels of and trends in charge-offs and recoveries; trends in volume and terms of
loans; effects of any changes in risk selection and underwriting standards; other changes in lending
policies, procedures, and practices; experience, ability, and depth of lending management and other
relevant staff; national and local economic trends and conditions; industry conditions; and effects
of changes in credit concentrations. These factors are inherently subjective and are driven by the
repayment risk associated with each portfolio segment. The Credit Union maintains a separate
general valuation allowance for each portfolio segment.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies (Continued)

Allowance for Loan Losses (Continued)

Consumer Segment Allowance Methodology

For consumer loans, the Credit Union determines the allowance on a collective basis utilizing
historical and forecasted losses to represent the best estimate of inherent losses at the measurement
date. Loans are pooled, generally by loan types with similar risk characteristics. The Credit Union
identifies consumer loans that underwent a troubled debt restructuring and evaluates these loans on
an individual basis. In addition, the allowance model incorporates numerous other historical factors
based upon the borrower, collateral type, loan performance, environment, and economy. The
historical factors used in the analysis date back to 2001.

As appropriate, to achieve greater accuracy, further stratification of a selected portfolio may occur
such as by year of origination, geographic location and other predictive characteristics. The
consumer allowance model primarily uses historical delinquency and default experience.
Information on forecasted delinquency analysis, member credit score trends, unemployment trends,
industry trends and other key economic variables that may influence the frequency and severity of
losses for each class of loan within the consumer segment may also be considered. Loans
collateralized by a certificate or share account are considered fully secured unless otherwise
notified.

Residential Real Estate Segment Allowance Methodology

For residential real estate loans not identified as impaired, the Credit Union determines the
allowance on a collective basis, utilizing various economic and financial simulations in order to
determine the best estimate of inherent losses at the measurement date. Loans are pooled, generally
by loan types with similar risk characteristics. In addition, the allowance model incorporates
numerous other historical factors based upon the borrower, collateral type, loan performance,
environment, and economy. The historical factors used in the analysis date back to 2001.

As appropriate, to achieve greater accuracy, further stratification of a selected portfolio may occur
such as by year of origination, geographic location and other predictive characteristics. Information
on member credit score trends, combined loan to value ratios, home price trends, unemployment
trends, industry trends, and other key economic variables that may influence the frequency and
severity of losses for each class of loan within the residential real estate segment may also be
considered. The residential real estate allowance also includes an amount for the estimated losses
on individually evaluated impaired loans.
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies (Continued)

Allowance for Loan Losses (Continued)

Residential Real Estate Segment Allowance Methodology (Continued)

Additionally, a mortgage sample analysis is performed periodically to assess the potential loss
exposure within the residential real estate loan portfolio. The Credit Union obtains updated property
values on all existing real estate loans in its portfolio. Using a sample of loans, the Credit Union
performs individual reviews to assess the potential loss exposure based on various risk factors
including combined loan to value, member credit score, delinquency, loan vintage, and type of
collateral. Results of the sample analysis are extrapolated to the total population to assess the
adequacy of the allowance.

Commercial Segment Allowance Methodology

For commercial loans not identified as impaired, the Credit Union determines the allowance on a
collective basis utilizing historical and forecasted losses to represent the best estimate of inherent
losses at the measurement date. In addition, the allowance model incorporates numerous other
historical factors based upon the borrower, collateral type, loan performance, environment, and
economy. The historical factors used in the analysis date back to 2001.

Loss estimates for the commercial loan portfolio segment may be adjusted as appropriate based on
credit risk assessment and management's analysis of leading predictors of losses, as well as
additional analysis of long-term average loss experience compared to previously forecasted losses,
external loss data, or other risks identified from current economic conditions and credit quality
trends. The commercial allowance may also include an additional allowance for individually
evaluated high risk loans and an amount for the estimated losses on individually evaluated impaired
loans. The Credit Union’s commercial loan portfolio also includes loans collateralized by contract
value. These are considered fully secured unless notified otherwise, as these loans, when written
within the guidelines established by Farmers, are secured and will be paid in full by Farmers upon
member termination if the Credit Union’s collection efforts were to ultimately fail.

Impaired Loans

A loan is considered impaired when, based on current information and events, it is probable that
the Credit Union will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status, collateral value, and the probability of collecting
scheduled principal and interest payments when due. Loans that experience insignificant payment
delays and payment shortfalls generally are not classified as impaired. Management determines the
significance of payment delays and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan and the borrower, including the length
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FARMERS INSURANCE GROUP FEDERAL CREDIT UNION

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2019 AND 2018

Note 1 - Nature of Business and Significant Accounting Policies (Continued)

Allowance for Loan Losses (Continued)

Impaired Loans (Continued)

of the delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the
shortfall in relation to the principal and interest owed. Impairment is measured on a loan-by-loan
basis by either the present value of expected future cash flows discounted at the loan’s effective
interest rate or the fair value of the collateral, less costs to sell, if the loan is collateral dependent.
A loan is collateral dependent if its repayment is expected to be provided solely by the underlying
collateral.

Large groups of smaller balance homogeneous loans are col