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Management Report

Albertsons Employees' Federal Credit Union (AEFCU) celebrated forty years of providing
financial services to its members in 2005; a year marked by exceptional loan growth,
strong earnings, the debut of new services and some uncertainty surrounding our sponsor.

Throughout the years, AEFCU has been focused on providing meaningful, value added
financial services to its member/owners: the associates of Albertsons, Inc, retirees and
their family members. Since receiving its charter in 1965, AEFCU has become a leader in
the financial industry with an ongoing commitment to becoming the financial institution
best suited to meet the expanding needs of today's member. It accomplishes this by
challenging itself each day, continually raising the expectations it sets for itself and through
its belief in thrift, credit union principles and business practices that ensure financial strength.

While 2005 proved to be a challenging year for many credit unions, with rising interest
rates and increased competition, AEFCU maintained strong eamings. The Credit Union
had $3.2 million in net income for 2005 compared to $2.4 million in net income for 2004.
An adjustment to the Allowance for Loan Losses reserve of $766,000 in 2004 raised that
year's net income to $3.2 million.

As the Federal Reserve worked to keep inflation in check by tightening monetary policy,
interest rates were on the rise consistently through the year. Strong earnings allowed your
credit union to increase its deposit rates and keep loan rates competitive. While there
were times when the Credit Union's deposit rates seemed at or below market, your Board
of Directors and the Asset/Liability Management Committee continually reviewed and raised
deposit rates, keeping your credit union an overall good value while managing inherent
risks to the Balance Sheet that occur in a rising rate environment.

Capital and Reserves reached $36.2 million as of December 31, 2005, a 9.4% increase
over 2004. This puts the Credit Union's Capital-to-Asset ratio at 18.7%, and its Net Worth
Ratio, a calculation used by the National Credit Union Administration (NCUA) to determine
a credit unions financial strength, at 18.3%. Nationally, credit unions of comparable asset
size have an average Net Worth Ratio of 11.3%.

The Credit Union ended the year with $194.1 million in assets, with no significant change
in assets from 2004. Members' savings dropped to $157.6 million, a 2.1% decrease over
2004. Member loans were at $84.0 million at year end, a 14.3% increase over 2004. With
such strong loan growth, and a decline in member deposits, the Credit Union's cash and
investments dropped by 9.1%.

The announcement made by Albertsons, Inc. in September of 2005 that it was up for
sale clearly had an impact on the Credit Union’s deposit and membership growth. While
the Credit Union continues to enroll nearly 400 new members each month, there was a
net decline in membership of 2,700 during 2005. We continue to work hard to educate
and inform our membership that AEFCU is an independent organization, owed and operated
by its members, that will continue to thrive and provide financial services to its members.

While the sale of Albertsons will likely result in a modification to the Credit Union's
charter and a potential name change, it is in the best possible financial position to take on
new and exciting opportunities as they may present themselves. Your Board of Directors
began evaluating its business plan and charter options a few years ago; developing
numerous contingency plans based upon different scenarios. It has become apparent that
diversification is essential to continued strong financial performance, prompting the need
to become independent of a single sponsor and expand credit union services to a broader
group. Plan on seeing your credit union continue to perform in a consistent and strong
manner, using its unique abilities and strengths to make a difference in the lives of its members.

Increasing product and service usage is one of our overall growth objectives, but it's not
the only one. We also invest in growing the quality of service we deliver - from one-on-
one service at the teller line to behind-the-scenes services, such as CU OnLine and Bill Payer.

In 2005 we implemented an on-line loan application system that was a cornerstone to
the exceptional loan growth experienced during 2005. We enhanced our Bill Payer product,
implemented laser checks and developed e-statement delivery, which became available
to the membership in January 2006. We have also set up a 24/7 loan call center to take
loan applications over the phone for those members who cannot apply on-line or in person.

We continue to put an emphasis on improved convenience and in 2006 will be
implementing an on-line membership application system. This system, as well as our
shared branching network, will be critical to future membership growth as we expand to
provide credit union services to a wider range of potential members. You'll also see us
increase our marketing efforts as we promote family membership and work to improve
operating efficiencies. Since growth in members, services and assets along with an expansion
to new markets brings with it increased risk, both internal and external, a greater emphasis
will be placed on managing those risks via internal assessments and operational policies.

While it is satisfying to look back at past success and achievements, the real question of
the day is how to build upon what we've established. We are extremely proud of our
legacy of growth and profitability as well as our association with Albertsons, Inc. the past
40 years. Joe Albertson helped get the Credit Union off the ground back in 1965 with a
capitalization loan while a small group of employees volunteered their time to set up and
manage this valuable employee benefit. We hope that Albertsons continues to see the role
this employee benefit plays in the overall financial health and security of their associates
and that they maintain their support.

As we move forward, please continue to remember the difference between a credit
union and a bank. Though we offer many of the same products and services, AEFCU is
fundamentally different from a commercial bank. We are a cooperative financial institution,
owned and controlled by our members, with a volunteer Board of Directors. Like banks,
we accept deposits and make loans, but unlike banks, our profits are returned to our
members by offering better rates and lower fees for services. Banks are in the business to
make a profit and are owned by a group of stockholders looking for a healthy return on
their investment, which usually translates to fees, fees and more fees.

We are excited about the new growth opportunities that lie ahead for the Credit Union
and look forward to a great 2006, with its own set of rewards, obstacles and challenges.
Remember, your credit union was built by you and it's owned by you. On behalf of the
Board of Directors, committees and staff, we extend our gratitude and appreciation to
everyone who helped make 2005 another successful year and to all of our members for
their continued support.

Phyllis A. Adkins Robert P. Baker Michael T. Shalz

President & CEO Chairman Treasurer
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l n a n Cl a (as 0fDecember3ls T RO
Condition 004 00

ASSETS
Cash and Equivalents  $ 20,850,809 | $28,701,039 | $40,457,617
Investments 83,725,113 | 86,307,637 | 64,732,894
Loans to Members—
Net 83,359,716 | 72,784,679 | 71,376,004
Accrued Interest
Receivable 533,787 455,375 511,831
Property and I
Equipment—Net 3,854,053 4,009,395 | 4,110,728
Other Assets 1,813,950 1,922,469 1,824,152
$194,137,428 [$194,180,594 | $183,013,226
LIABILITIES B
Notes Payable $ 0% 0l$ 0 -
Dividends Payable 212,400 167,176 157,530
Other Liabilities 818,534 713,048 659,095
SHARES
Share Accounts 157,571,263 | 160,919,280 | 153,007,898
Total Liabilities and Shares 158,602,197 | 161,799,504 | 153,824,523
MEMBERS’ EQUITY
Regular Reserves 2,567,248 2,567,248 2,567,248 |
Undivided Earnings 32,967,983 | 29,813,842 | 26,621,455
Total Members’ Equity 35,535,231 | 32,381,090 | 29,188,703
$194,137,428 |$194,180,594 |$183,013,226
St(;}‘.ement of s of DeceBiLAR S ki
as of December 31s L =
CAT Ll S iy
INTEREST INCOME:
Interest on Loans $ 4,937,326 |$ 4,882,103 |$ 5,229,828 3
Interest from Ll
Investments 3,594,231 2,482,985 2,319,493
8,531,557 7,365,088 7,549,321
Dividend and
Interest Expense 2,709,906 2,327,813 2,654,960
NET INTEREST INCOME 5,821,651 5,037,275 4,894,361
Provision for
Loan Losses 460,217 (398,799) 410,674
NET INTEREST INCOME
AFTER PROVISION FOR
LOAN LOSSES 5,361,434 | 5,436,074 | 4,483,687
FEES AND OTHER
REVENUES 3,428,271 3,056,289 2,857,152
OPERATING EXPENSES:
Compensation
and Benefits 2,230,854 2,174,289 2,113,568
Other Operating
Expenses 3,428,484 | 3,125,398 2,814,492
5,659,338 5,299,687 | 4,928,060
NON-OPERATING INCOME/EXPENSES:
Provision for (Recovery of)
Investment Loss 0
Other Non-Operating
(Income)/Expense 0 0
Disposition of Assets (23,775) 289
NET EARNINGS $ 3,154,142 | $ 3,192,387 |§ 2,412,779

*Taken from Audited Financial Statements




