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Letter from the Chairman of the Board

PSCU Financial Services has had a very memorable year. Despite the current challenges faced
by member credit unions, our organization and the industry, this report will demonstrate the continued
success of our cooperative, the vitality of our business model and the quality of the services delivered
to our credit union member-owners.
It's hard to put into words our grief at the passing of our founding President and leader, Dave Serlo.
Dave invested so much of himself in our organization, and his DNA is still woven into our employees,
our values and our business processes. His leadership and hard work will continue to be evidenced
by a solid organization, that is well managed and built on the principles of shared values and a shared
vision for the future of our industry. Dave Serlo will be missed, but his legacy will be with this
company forever.
Under the leadership of the executive management team with collaboration of the Board, the company
has orchestrated and approved a progressive business plan that reaches far into the future. The
strength of our executive team has been validated through their performance in these difficult times.
An extensive national search of industry leaders is nearing completion and a new President will likely
be named by the time this report is published. The search process has been focused on finding the
right person to lead this dynamic company into the next level of growth and development.
Despite daunting challenges, 2010 will be remembered as another year of record-setting performance.
We reached new milestones in the total number of credit unions served, achieved card transaction
volumes of almost 1.3 billion for the first time, sustained our category leadership for fraud prevention
and detection and led our members through the complex issues associated with new legislation impacting our business. Both our revenue and net income were up over 6% in 2010, showing steady
progress given challenges to our industry and slower than expected economic recovery.
Recognizing the difficulties many of our member owner credit unions experienced during this tough
year, the company took specific steps to restructure overhead to make our business more scalable and
removed approximately $10 million of expense. We increased our leverage on our suppliers, focused
on opportunities that delivered high rates of return and added over 900,000 accounts. We absorbed
the cost of implementing new legislation for credit card and still delivered a patronage dividend of
$21.3 million, which included the sale of unrestricted MasterCard stock, along with rebates and price
reductions to member-owners of more than $6.5 million, dramatically helping credit unions that are
struggling to offset operating losses and increased government attention.
The Board and the executive team have excelled in their focus on making this one of the most
successful years in our history. On behalf of the Board, I express deep gratitude to the leaders who
have taken charge and successfully enhanced our business. Through their efforts we are well
positioned to continue our momentum into 2011, a year of anticipated economic reconstruction,
additional government regulation, and a time for rebuilding of personal and corporate portfolios for
our member credit unions and their memberships. As stewards of your investment in this company,
we understand the responsibility you have entrusted to us. It is our goal to exceed your expectations
for the future.

Dr. W. Craig Esrael
CHAIRMAN
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The Year in Review
A year of change in our industry

Any review of the year has to start with
the economy. The country has dealt with
the highest unemployment since the depression. Amidst this backdrop of fewer
jobs, a sluggish economic recovery, increased government intervention and unprecedented legislative initiatives, our
credit unions have continued to maintain
a focus on delivering consumer-friendly
financial products and services to their
members and their communities.
The losses in real estate lending along with
the elimination of thousands of jobs have
impacted nearly every financial institution.
The corporate credit unions supporting
our industry have not escaped this erosion
of capital, and the NCUA regulators have
been forced to close some and restructure
several of these institutions. Credit Unions
have been resilient in these challenging
times, strengthening their reserves while
seeking various consolidation strategies
enhancing their efficiencies.
In highlighting specific changes in
government regulations, the Credit Card
Act of 2009 created more attractive
lending conditions for consumers. The
implementation of this legislation required
a significant reallocation of resources to
assist our membership in addressing the
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many compliance issues. While this put
negative pressure on our traditional
growth strategies, the widespread media
attention on fees and other unfair banking
practices spotlighted credit unions as safe
havens for consumers and served to form
a unique advantage for growth and
member satisfaction. Now, as the Durbin
Amendment to the Dodd-Frank Wall
Street Reform and Consumer Protection
Act is unfolding through rule-making and
further congressional debate, there will
likely be further pressure on profitability
of financial institutions through changes
in interchange rates. This extensive
governmental pressure will certainly
impact how our member credit unions
operate and attract new members in the
coming years.

Prosperity in the Making
The prospects for continued growth of the
member-oriented credit union business are
promising. A relationship focus and the
ability to adapt to changing economic
needs of our membership remains a
distinct advantage of the member-owned,
credit union business. As a member-owned
cooperative, we continue to build product
and programs to help facilitate this growth.

The focus on collections management,
expanded loan offerings, enhanced
security against fraud, deployment of
online service channels and prudent
business planning has improved the
performance of progressive credit unions.
Supporting these initiatives for improved
profitability, we were able to distribute
$8.9 million in patronage equities four
months ahead of schedule. Looking to the
future, we have initiated the funding of a
substantial line of credit to help fund new
technology and solutions, working capital
needs and potential mergers / acquisitions,
and to assist in syndicating loan offerings
to member credit unions. With price
reductions, rebates and dividends totaling
over $27 million in 2010 alone, we
continue to look for ways to enhance
our efficiency to help facilitate our
member credit union's goal of enhanced
financial performance.
The crisis in our country's financial
markets is not over, but recovery
has begun. Working closely with our
member-owners with common goals
and shared values, we are making strides
in building a positive and sustainable
base to support future growth.
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The Company Performance & Highlights

create benefit for the member-owners.
Among the most telling achievements of
2010 are the milestones noted below:
Transaction volume ended the year
processing almost 1.3 billion debit, credit,
prepaid card and bill payment transactions, an increase of 15.5% over our prior
record set in 2009. This achievement is
particularly notable given the weakness
in consumer spending early in the year
and continued high unemployment rates.

PayLynx electronic bill payment
subscribers surpassed the 1.1 million
milestone. We now have 478 bill payer
clients with over 48 million payments
made annually. Early adopters of our
online and mobile banking solution are
achieving positive results, with 155,000
users now online.

Revenue
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Credit, Debit, Prepaid & Bill Pay Accounts
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Corporate One Federal Credit Union relationship adds critical services to support
growth. This new partnership provides
additional resources expanding our ability to service and support credit unions of
all sizes. The relationship will add more
credit unions for debit processing in the
coming year and may be expanded to
offer credit cards, eBanking, bill pay and
prepaid servicing.

Contact Center usage volume rose by
4.9% to 18.3 million calls, reflecting
increasing dependence on this efficient

Business Milestones: The basic role of
a cooperative is to aggregate services to

500 M

Membership in the cooperative now
exceeds 686 member-owners, a 6.5%
increase over 2009. During 2010, the
company added 57 credit unions for debit
processing and servicing bringing our
total serviced for debit to 260. Our
backbone of credit card processing and
servicing continued to flourish. In total,
nearly $90 million in new sales contracts
were written in the year expanding
our total credit union relationships.
This helps to build an even stronger
cooperative and delivers even greater
cost savings through the aggregate
service model.

Product Servicing grew to a volume of
over 16 million debit, credit, prepaid and
bill pay accounts. Increases in debit
accounts and transactions are responsible
for the majority of the growth and robust
increases in this segment are expected to
continue in future years.

Throughout the year, our member-owner
credit unions counted on PSCU Financial
Services to deliver enhanced products and
services that better serve member needs.
Programs like the outbound call
campaign to satisfy overdraft protection
requirements of Regulation E proved
extremely beneficial. The member service
team was active in helping credit unions
cope with the many compliance issues
forced by government, while the executive
team worked diligently with industry
leadership to combat dangerous legislative initiatives. The result of our collective
efforts is a productive year that yielded
growth in revenue and income, along with
higher adoption rates for our services.

600 M

communication tool. New programs
in outbound consumer education,
collections, and enhancement of 24/7/365
servicing, as well as support for member
education about legislative changes, all
contributed to this growth.

12,432,000

The recession of 2009-2010 birthed
dramatic changes in our economy including: government intervention in business;
unprecedented "bail out" programs; new
regulations; and losses in valuations
reflected in the real estate and stock
market. These actions have impacted our
company, our credit union member-owners
and their members. Most analysts agree
that the worst may be behind us as
reflected by quarter-by-quarter growth in
consumer spending throughout 2010.
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The Company Performance & Highlights
Financial Performance

Despite legislative changes on the horizon and a slowly rebounding marketplace, we have
a positive outlook for 2011.

250 M
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Contact Center Volume
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• The Series Revolving Funds payment
of $8.9 million due to credit union
member-owners in 2011 was paid off
four months early, in December of 2010.

• The organization has been able to
trim nearly $10 million from ongoing
operation costs through growth
initiatives, contract negotiations and operating efficiencies. These practices will
continue to contribute to enhanced

Credit, Debit & Prepaid Transactions

1B

• Service billings were significantly
reduced to aid our member-owners
offset rising costs. An invoice rebate of
$3.2 million was passed through to
member-owners at the end of the year.

17,435,000

Gross revenues for the CUSO exceeded
$660 million, which eclipses the previous
record set in 2008 by 4.5%. Despite
over $6.5 million in price reductions and
rebates Total Net Income from operations was up 6.3% to $285 million – a
notable achievement in this economy.

1.25 B

savings, improved efficiencies, and
longer term cost savings.

• The patronage dividend for memberowners is based on the organization’s
efficiency and revenue totaled $21.3
million this year. This includes $8.3
million coming from the sale of MasterCard stock near the end of the year,
when a run up in values offered an
outstanding return for credit unions.
Since 1994, the cooperative has declared
over $265 million in dividends to the
membership.

16,032,000

The accomplishments of 2010 are
due in large part to an aggressive
management team that was focused on
three primary objectives: enhancement
of our member services in times of crisis;
a passionate focus on implementing new
efficiencies and cost reduction measures;
and reduced service billings that helped
our member credit unions boost
revenues.
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The Company Performance & Highlights
Outlook 2011

Despite legislative changes on the
horizon and the uncertainty of the speed
of economic recovery, we have a positive
outlook for 2011. The pipeline of credit
unions looking to join or expand their
relationship with PSCU Financial
Services is very encouraging adding
to the opportunity for even better
efficiencies in 2011. Industry wide
trends of consolidation and outsourcing
will continue to favor our efficiencies.
While we anticipate growth, we are also
closely monitoring the impact of the
debit interchange and network routing

legislation, additional credit union
mergers and, further changes in the
corporate credit union.

are showing traction with card products, private student lending, and other
areas that deliver enhanced profitability.

Leading indicators demonstrate our
economy is regaining momentum, and
their predictions favor a robust second
half of 2011. Consumer confidence is
up and rising, retail sales ended 2010 on
a positive note, and transactions are
expected to grow in the coming years at
a moderate level. Loan originations have
remained sluggish, yet PSCU Financial
Services’ programs to facilitate growth

We are encouraged as we look to 2011,
but we are also cautious. We plan to
continue our cost reduction efforts and
enhancements to our business through
technology and service improvements,
assisting current member owners to
grow and expanding the number of
credit union member-owners.
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Ownership Involvement and Contribution
A Cooperative’s Strength is the Sum Total of Its Membership

Kyle Markland
Board Member
President
Affinity Plus
Federal
Credit Union
St. Paul, MN

Mike Valentine
Vice Chairman
President
Baxter
Credit Union
Vernon Hills, IL

Benson Porter
Associate Board
Member
President
Addison Avenue
Federal
Credit Union
Palo Alto, CA

John Walling
Board Member
President
Christian
Community
Credit Union
San Dimas, CA

H

H
David Doss
Board Member
President
Arizona State
Credit Union
Phoenix, AZ

H

Angie Owens
Associate Board
Member
President
American Airlines
Federal
Credit Union
Ft Worth, TX

H

PSCU Financial Services – National Offices
Hubert Hoosman
Board Member
President
Vantage
Credit Union
Bridgeton, MO
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Craig Esrael
Chairman
President
First South
Financial
Bartlett, TN

Terry West
Board Member
President
VyStar
Credit Union
Jacksonville, FL
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Kit Snyder
Associate Board
Member
President
Consumers
Credit Union
Kalamazoo, MI

Gene Foley
Board Member
President
Harvard University
Employees
Credit Union
Cambridge, MA

Jeff March
Board Member
President
Citadel
Federal
Credit Union
Thorndale, PA

Susan Adams
Secretary
President
Entrust
Federal
Credit Union
Richmond, VA

Jane Watkins
Treasurer
President
Virginia
Credit Union, Inc.
Richmond, VA

PSCU Financial Services is a
credit union-owned cooperative with a
membership that actively participates in
directing the company toward a set of
mutually agreed goals and objectives.
We ask member-owners to serve on the
board and advisory groups so that we
have accurate representation for the
issues, opportunities and thoughts of
credit union member-owners of all sizes
and geographic regions.
The time and attention our board
members dedicate to this business is a
direct statement of their commitment
and devotion to our cooperative and this
industry. In a year of turmoil, the
importance of this time commitment
cannot be overstated. Working handin-hand with the executive team, this
board has shaped a new future for the
company by building on past success
while simultaneously adapting to changing market needs. Reaffirming a longterm strategic direction for the company
has been a dominate part of the year's
agenda as the board set out to select next
generation senior leadership.

The Presidential Selection Committee,
working with a noted industry consultant,
dedicated hundreds of hours to a search
of candidates seeking this important
assignment. The end result is the
naming of a new executive officer of
our cooperative that will lead the
company into the future. The Board
will work closely with the new leader in
forging a strong organization, building
on the culture or the past yet designed
to proactively manage the challenges
and opportunities of a bright future.
The Board Committees and the insight of
the Strategic Advisory Group are critical
in projecting the future path for the
company. Several tactical Advisory
Groups add further specialized knowledge
and resources to aid in the recognition,
evaluation and implementation of
programs which facilitate growth.
Through the annual Senior Leadership
Workshop and Member Forum and
regional meetings conducted during the
year, our Board Committees and Advisory
Groups maintain a clear focus on shared
vision and shared values with the credit
unions that ultimately own the business.

STRATEGIC ADVISORY GROUP
Mark Brennan
President
Clearview Federal Credit Union, PA

Robert Harvey
President
Seattle Metro Credit Union, WA

Bruno Sementilli
President
Quorum Federal Credit Union, NY

William Burke
President
Day Air Credit Union, OH

Jeff Hendrickson
President
Dow Louisiana
Federal Credit Union, LA

Richard Stipa
President
TruMark Financial
Credit Union, PA

Joe Melbourne, Jr.
President
Central Florida Educators
Federal Credit Union, FL

Robert Stuart
President
OnPoint Community
Credit Union, OR

Kent Oram
President
Idaho Central Credit Union, ID

Mendell Thompson
President
America’s Christian
Credit Union, CA

Alvin Cowans
President
McCoy Federal Credit Union, FL
Ron Fields
President
Pen Air Federal Credit Union, FL
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Vision for the Future

The PSCU Financial Services Executive Management Team: Steve Salzer, Tom Gandre, Mike Yatros, Chuck Fagan, Vicki VannBerstein, Peter Grandelli, Steve Ruwe

The strategic and business plans
for PSCU Financial Services provide a
glimpse into the future of the credit
union business. The model of our
cooperative is built on providing
efficient, seamless tools that equip
member-owners to maximize their
business opportunities.
An effective organization must grow
with its members-owners and support
an ever-changing landscape of needs.
The focus of 2010 has been to develop
the products and support that will
help our member-owners compete
successfully in the future:
Advisor Services:
Throughout the
company, we have established a number
of outreach programs supporting debit,
credit, eCommerce and call center
specialties. Each is focused on helping
member credit unions grow and
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maximize their revenue and improve
their efficiencies.
AdvisorsPlus was launched in 2006,
offering turnkey market programs and
consulting support to our members. The
service has been instrumental in helping
member-owners maximize revenue
opportunities by utilizing carefully
designed strategies and promotions
available through the cooperative.
Our broad Strategic Portfolio Consulting
Services have continued to expand.
These resources are now being called
upon daily for assistance with positive
results. Representative of the expanding
activities of our many advisor services,
these programs are making a difference
for our members:
Debit Network Optimization: Our
consultants conducted 22 debit network

optimization assignments in 2010 as
part of our new business development
and in support of existing member
owners. The results were $2.5 million
in direct savings for credit unions.
Debit Growth Initiatives: Ten marketing
campaigns were launched specifically
for debit issuers focused on finding
ways to increase utilization. Early
results suggest average increases in
transactions may reach 20% and the future of this program looks promising.
AdvisorsPlus Credit Card Campaigns:
Over 130 credit unions are currently
engaged in this business building effort
that is making significant strides in
account activation, usage and penetration.
Net revenue gains have been witnessed
in nearly all implementations.
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The essence of a cooperative is to keep focus on needs, build effective service delivery models
exceeding what any member could do on their own, and in sharing information, talents and resources
to enhance the total membership – all at cost effective levels.

eCommerce: e-commerce opportunities
present attractive growth opportunities
for credit unions. PSCU Financial
Services is seeking to facilitate ongoing
expansion of its Online and Mobile
Banking platforms, including an iPhone
application for our member-owners.
Cooperative-facilitated marketing campaigns in 2010 were employed by over
170 credit unions and the list is growing
for 2011 activities. We also expect
continued growth in our Bill Pay
participants —which now involves over
470 clients representing 1.1 million
subscribers.
Educational programs are being
implemented through webinars, hosted
Industry Insight Summits, and targeted
e-Commerce meetings in addition to the
annual Leadership Workshop and
Member Forum. We are now planning
to add a corporate level, e-Commerce
Advisory Group to study best practices
and recommend future actions by the
company. Through increase support of
our membership, we are taking actions
to expand our focus on eCommerce and
there are many new initiatives underway.

CardLock ® program, and further
enhancements of 24/7 real-time monitoring, our team of specialists are aggressively
managing this critical service to deliver
unmatched risk management to our
credit unions and their members.
Total Member Care™: The backbone of
member services continues to be the call
center and the extraordinary resources
we employ to support our member. Our
Contact Centers now handle nearly 19
million calls annually, and supports
credit union member inquiries that
cover a wide range of daily issues. The
24/7/365 service continues to grow in
sophistication, supporting business
interruption services, specialized
programs, and routine management of
account activity with card users.
We continue to expand our offering to
address emerging needs. We conducted
outbound calling for Overdraft Opt In.
These efforts achieved over 80% acceptance for contacts handled by our live

representatives. With our recently
expanded Total Collections and CU
Collect-Core, our team now collects on
virtually any type of loan, and performs
inbound/outbound calling during
extended hours to help credit unions
increase collections rates.
Operating Efficiency: PSCU Financial
Services is committed to continue efforts
to reduce overall costs of operations and
become more efficient in the delivery of
services to our member owners. The
essence of a cooperative is to keep a
focus on needs, build effective service
delivery models exceeding what any
member could do on their own, and
share information, talents and resources
to enhance the total membership – all at
cost effective levels. Major efficiencies
have been realized in 2010 and the
effort to streamline the programs and
reduce long-term costs continues to be
in the forefront of how the company
will serve its members-owners.

Risk Management: The company
continues to lead the industry in risk
management with the industry’s lowest
fraud-to-sales ratio of $.048 per $100 in
sales. Along with our unique patented
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Culture of Commitment

and fraud protection. The Credit Union
Risk Council continues to be a unique
forum to share ideas and a place where
competitive pressures are set aside to
shape a positive future for the industry.
Similarly, we have joined with credit
unions across the nation and the Filene
Research Institute to broaden industrywide knowledge of applications that
can attract the young adults of Gen Y,
expand our platforms to embrace new
technologies and help address the needs
of underserved market segments.

Since our earliest days,
PSCU Financial Services has forged an
aggressive path of leadership in the businesses and the communities we serve.
Founded on a cooperative structure, we
believe our responsibility goes far
beyond a service company. It extends to
incorporate a common vision and a
rock-solid set of values related to our
business sector and the people we serve.
The company and its management apply
resources where there is an opportunity
to influence or protect the interests
of our members. In 2010, the firm
engaged in supporting industry-wide
initiatives to preserve the vitality of the
credit union industry when threatened
by extensive government rule-setting
and financial reform. We view it as our
responsibility to keep our member-owners informed and to speak out on
changes that can negatively impact our
ability to serve our member-owners and
their communities.
We have worked diligently with industry
leaders and organizations to share our
innovative best practices for security
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On the community front, the firm has
adopted a philosophy that helping credit
union-served communities is an investment in the future of their business and
our industry. Reflecting broad support
for children's programs by our memberowners, we continue to focus corporate
energy and financial support on two
significant programs which we believe
play critical part in the longevity
and welfare of our member owners:
American civics education for children
through the Colonial Williamsburg
Foundation’s teaching initiatives and the
care of children needing specialized
medical attention through the
Children's Miracle Network.

The Credit Union Cherry Blossom Ten Mile
Run®: This national event is the primary
tool for promoting the credit union
industry while simultaneously funding
medical support for children in need.
The cooperative’s underwriting of the
annual run in Washington D.C. allows
the maximum amount of funds to be
returned to each community involved.
A culture of commitment permeates all
we do, extending beyond our industry
to the employees who make all of this
possible. We've created health and
wellness programs, hardship need
coverage, and are active in regional
blood drives. We also continue to
support Junior Achievement, and have
participated with the World Council of
Credit Unions in aiding the Haitian
Credit Unions. This culture of caring is
reflected in the recognition in the
Tampa-St. Petersburg community as one
of the top places to work.

Colonial Williamsburg Foundation
National Education Programs: Through
the efforts of PSCU Financial Services
and our member credit unions and
partners, we have been successful in
implementing electronic field trips on
civics education to every state in the
union. In several years of supporting
this effort, the program has touched
over 10 million students and we've also
been part of Teacher Institute programs
impacting over 2,500 teachers.
Colonial Williamsburg Teaching Experience
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Management’s Discussion & Analysis
of Financial Results of Operations

2010 brought continued economic
pressure on the credit union industry.
PSCU Financial Services provided
specific support and resources to our
member credit unions to help them
grow and stay profitable, navigating
through the realities of the current
economic environment.
Our company provided direct financial
support to member-owner credit unions:
• We delivered competitive price
reductions in various solutions
throughout the year to help facilitate
growth for our credit unions.
• A $3.2 million invoice rebate in
November and December presented
additional value at year end.
• We sold the remaining shares of our
MasterCard stock for over $8.3
million and passed the proceeds
through to our member credit unions.
• The revolving funds payment of $8.9
million due to credit unions in 2011
was paid four months early in
December.

Importantly, we continued to drive the
business to higher levels of financial
achievement. Reflective of our solid
financial results in 2010 is the 6.3% rise
in both revenue and net income. In
restructuring our business to streamline
operations we are better able to leverage
our scale for growth. The year saw
significant advancements in operational
productivity for both our members and
our employees, containment of cost
growth, and improved contact center
profitability, all while absorbing the
substantial costs of implementing new
legislation for our member credit unions.
Building for the future we initiated
significant long term technology
investments, designed to advance our
contact center technology, improve the
member experience, and enhance cardholder service.

Total Revenue
In 2010, total revenue was $662 million
and included processing, interchange, and
other revenue. Processing revenue was
$397 million in 2010, an increase of
6.3% over 2009. Debit, credit, bill pay,

and prepaid transactions exceeded last
year’s record and grew over 15% to
almost 1.3 billion. Our membership base
grew to 686 member-owners. Total debit,
credit, bill pay, and prepaid accounts
grew by 6%, and contact center call
volume increased by 4.9%. These
achievements contributed to over $23.5
million of growth in processing revenue.
Interchange is another component of
total revenue. Interchange is passed
through directly to our credit unions
monthly to those members that process
through PSCU. Interchange revenue
grew to $256 million, up from $249
million for an increase of 2.8%. The
interchange associated with the
Wilmington debit platform is not
recorded as revenue in our financial
statements since it does not pass through
PSCU Financial Services. Interchange
revenue, including the Wilmington
component, grew 19% year over year.
We executed $6.5 million in price reductions in 2010, and continued to make
progress in lowering the cost of key
services.

2010 Total Revenue was $662 Million
PROCESSING REVENUE GREW +6%
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+18%
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+6%

PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Management’s Discussion & Analysis
of Financial Results of Operations

The 2010 sale of the company’s remaining MasterCard stock was over $8.3
million. The proceeds were passed
through to our member credit unions.

credits provide long term funding for
investment in solutions, technology and
infrastructure.

Patronage Dividend Activity
The processing net income of $20.1
million includes income from patronage
sources of $18.8 million. The resulting
patronage dividend from operations was
$13.0 million. The difference is due
to deferred compensation distributions
related to our restructuring program and
the payout of benefits to our former
CEO. In addition, we paid an $8.3
million special dividend for proceeds on
the sale of our remaining MasterCard
stock. The total dividend of $21.3
million was 19% more than 2009’s
dividend of $17.9 million. Neither of
these figures includes the $6.5 million in
price reductions and invoice rebates.

Net Income
Total net income in 2010, including interchange, was $285 million and grew
6.3%. Excluding interchange and MasterCard stock proceeds, processing net
income increased 6.1% to $20.1 million
in 2010 from $18.9 million during the
previous year. Bottom line operating income growth was 23% prior to paying
out the invoice rebates to all members.
PSCU Financial Services continued taking necessary steps to make our business
more scaleable and sustainable. The
company restructured overhead and reduced costs by approximately $10 million. In addition, we absorbed $4.2
million in costs related to CARD Act
changes to comply with new federal regulations and the cost of a $4.6 million restructuring program.

Other Financial Matters
Legislative activity continues to be a
significant cost for PSCU Financial
Services. In 2010 the CARD Act
resulted in $4.2 million of costs the
company absorbed and also impacted
our credit union member’s income. In
2011 the Durbin amendment is likely to
negatively impact debit interchange.
PSCU Financial Services is in the process
of securing an $85 million line of credit
that provides for short term working
capital and general purpose needs, projects and acquisitions.

The 2009 processing dividend was 32%
cash, 34% revolving funds, and 34%
capital reinvestment credits. There were
no MasterCard stock proceeds in 2009.
In 2010, the dividend consists of $2.6
million in cash, which was distributed in
March 2011, $8.3 million special Master
Card stock dividend, which was 100%
cash paid in December 2010, and $10.4
million in capital reinvestment credits
with no stated term. Capital reinvestment

Cash
Cash, cash equivalents, and investments
totaled $124.7 million at year-end compared to $99.5 million in 2009. The
increase in the cash position at year-end
is due to a draw on a line of credit for
$18.5 million and additional earnings.

2010 Total Net Income was $285 Million
PROCESSING & TOTAL NET INCOME GREW +6%

($ Millions)

$375

$250

Visa & MasterCard
proceeds
$125

Interchange
Net Income
Processing
Net Income

$0

% of Processing Net Income Growth:

2003

2004

2005

2006

2007

2008

2009

2010

-2%

+95%

+2%

-12%

-6%

-23%

+35%

+6%
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Independent Auditors’ Report

TO THE BOARD OF DIRECTORS
PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY:
We have audited the accompanying consolidated balance sheet of PSCU Financial Services, Inc. and Subsidiary
as of December 31, 2010, and the related consolidated statements of operations, patrons’ equity and cash
flows for the year then ended. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audit. The consolidated financial statements of PSCU Financial Services, Inc. and Subsidiary as of and
for the year ended December 31, 2009 were audited by other auditors, Kirkland, Russ, Murphy & Tapp,
P.A. whose shareholders became shareholders of Mayer Hoffman McCann P.C. as of November 1, 2010, and
whose report dated February 19, 2010, expressed an unqualified opinion on those statements.
We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform our audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. The Company is not required
to have, nor were we engaged to perform an audit of its internal control over financial reporting. Our audit
included consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall consolidated financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of PSCU Financial Services, Inc. and Subsidiary as of December 31, 2010,
and the consolidated results of their operations and their cash flows for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

Clearwater, Florida
February 25, 2011
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Consolidated Balance Sheets
December 31, 2010 and 2009
ASSETS

2010

2009

Current assets:
Cash and cash equivalents

$ 124,716,413

Short term investments

$

9,135,074

99,467,002
18,372,785

Accounts receivable

58,938,520

54,134,913

Settlement assets

50,320,655

50,558,253

9,095,751

8,395,648

252,206,413

230,928,601

Long term investments

26,198,122

42,768,722

Property and equipment, net

65,681,149

63,602,869

Other assets

11,587,028

11,254,342

6,714,401

6,756,173

13,783,200

17,267,753

$ 376,170,313

$ 372,578,460

$

$

Prepaid expenses and other
Total current assets

Goodwill and intangibles, net
Investments held for deferred compensation plans
Total assets
LIABILITIES AND PATRONS’ EQUITY
Current liabilities:
Accounts payable
Settlement obligations

27,307,677

27,563,228

123,133,030

129,924,032

Interchange payable to patrons

24,713,656

24,082,747

Accrued liabilities

19,387,082

18,971,486

3,390,639

5,735,365

Patronage dividends payable
Capital lease obligations
Line of credit
Total current liabilities
Other liabilities
Capital lease obligations
Notes payable

917,947

336,783

28,500,000

10,000,000

227,350,031

216,613,641

693,438

679,513

2,677,121

223,044

626,014

–

Deferred compensation

13,500,847

15,833,026

Total liabilities

244,847,451

233,349,224

Patrons’ allocated equities

106,157,743

104,793,603

Retained earnings (losses)

443,963

(6,717,611)

24,721,156

41,153,244

131,322,862

139,229,236

$ 376,170,313

$ 372,578,460

Patrons’ equity:

Other comprehensive income
Total patrons’ equity
Total liabilities and patrons’ equity
See accompanying independent auditors’ report and notes to consolidated financial statements.

PAGE 17

PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Consolidated Statements of Operations
for the years ended December 31, 2010 and 2009
2010

2009

Processing

$ 396,088,799

$ 372,557,357

Interchange

256,490,408

249,154,405

REVENUES:

MasterCard stock redemption

8,361,400

–

Other

1,098,880

1,110,072

662,039,487

622,821,834

372,330,810

354,755,989

EXPENSES:
Cost of revenues and operating expenses
Restructuring plan
Interest

4,577,286

–

432,729

145,336

377,340,825
Net income

$

354,901,325

284,698,662

$

267,920,509

Consolidated Statements of Patrons’ Equity
for the years ended December 31, 2010 and 2009

PATRONS’
ALLOCATED
EQUITIES
Balance at December 31, 2008

$

OTHER
COMPREHENSIVE
INCOME

107,273,023

$

22,885,645

RETAINED
(LOSSES)
EARNINGS
$

TOTAL

(7,742,699)

$ 122,415,969

Nonpatronage net income and net income
differences under the Internal Revenue Code
(see Note 8)

–

–

1,025,088

1,025,088

12,187,650

–

254,707,771

266,895,421

Distribution of interchange returned to patrons

–

–

(248,972,406 )

(248,972,406 )

Patronage dividend

–

–

(5,735,365)

(5,735,365)

(14,667,070)

–

–

(14,667,070)

–

18,267,599

–

18,267,599

104,793,603

41,153,244

(6,717,611)

139,229,236

Patronage net income

Redemption of revolving funds
Other comprehensive income
Balance at December 31, 2009
Nonpatronage net income and net income
differences under the Internal Revenue Code
(see Note 8)
Patronage net income
Distribution of interchange returned to patrons
Patronage dividend
Redemption of revolving funds
Other comprehensive loss
Balance at December 31, 2010

$

–

–

7,161,574

7,161,574

10,414,313

–

267,122,775

277,537,088

–

–

(256,241,807)

(256,241,807)
(10,880,968)

–

–

(10,880,968)

(9,050,173)

–

–

(9,050,173)

–

(16,432,088)

–

(16,432,088)

443,963

$ 131,322,862

106,157,743

See accompanying independent auditors’ report and notes to consolidated financial statements.
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$

24,721,156

$

PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Consolidated Statements of Cash Flows
for the years ended December 31, 2010 and 2009
OPERATING ACTIVITIES:

2010

2009

$ 284,698,662

$ 267,920,509

(255,610,898)
8,208,260
1,303,581
1,552,374
3,975,843
41,772
–
152,321
(113,809)

(248,653,611)
6,589,434
–
493,000
3,235,896
291,419
13,005
8,035
740,394

(4,803,607)
(5,008,632)
(400,000)

(5,612,282)
(6,274,353)
(14,757)

(255,551)
415,596
13,925

7,610,697
603,299
(331,465)

237,598
(6,791,002)

1,571,012
8,161,290

(257,082,229)

(231,568,987)

27,616,433

36,351,522

(8,045,813)
–
9,337,711

(6,818,302)
(21,833,008)
9,135,223

1,291,898

(19,516,087)

(13,999,236)
(8,276,631)
(509,067)
626,014
18,500,000

(4,260,376)
(14,667,070)
(297,300)
–
10,000,000

(3,658,920)

(9,224,746)

Net increase in cash and cash equivalents

25,249,411

7,610,689

Cash and cash equivalents at beginning of year

99,467,002

91,856,313

Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Interchange returned to patrons
Depreciation and amortization
Loss on disposals
Deferred compensation
Amortization of sales contracts
Amortization of intangible assets
Amortization of premiums on long-term investments
Loss from equity method investments
(Gain) loss on investments
Changes in operating assets and liabilities:
(Increase) decrease in operating assets:
Accounts receivable
Prepaid expenses and other assets
Deferred compensation plans, net
Increase (decrease) in operating liabilities:
Accounts payable
Accrued liabilities
Other liabilities
Changes in settlement assets and obligations:
Settlement assets
Settlement obligations
Total adjustments
Net cash provided by operating activities
INVESTING ACTIVITIES:
Additions to property and equipment
Purchase of investments
Sale and redemption of investments
Net cash provided by (used in) investing activities
FINANCING ACTIVITIES:
Patronage dividends
Redemption of revolving funds
Payments under capital lease
Issuance of notes payable
Borrowings on line of credit, net
Net cash used in financing activities

Cash and cash equivalents at end of year

$ 124,716,413

$

99,467,002

Supplemental disclosures of cash flow information:
Cash paid during the year for interest
Cash paid during the year for income taxes

$

168,000
547,546

$
$

–
612,505

Noncash investing and financing activities:
Fair value of investments with trading restrictions
Gains on deferred compensation plans
Assets acquired under capital leases

$ (16,432,088)
$ 1,624,267
$ 3,544,308

$
$
$

18,267,599
3,414,192
–

See accompanying independent auditors’ report and notes to consolidated financial statements.
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements
December 31, 2010 and 2009
1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Organization and Basis of Presentation
PSCU Financial Services, Inc. (the Company) is incorporated under the laws of the State of Florida and, through provisions in its bylaws, operates as a cooperative. As a cooperative, the
Company operates for the mutual benefit of its patrons (member credit unions). The Company provides the means for its member credit unions to offer transaction card and other financial
service solutions to their members or customers.
The Company’s wholly-owned subsidiary, Baytown Services, Inc. (Baytown), was organized to perform third-party collections for the Company’s member credit unions. Baytown operates
on a cooperative basis, as a one-member cooperative owned by the Company. Accordingly, Baytown is required to distribute patronage net income (loss) to the Company, and the Company
has agreed to allocate the patronage dividends to its member credit unions who participated in Baytown operations. During 2010, the Company executed a transfer agreement with
Baytown where the operations of Baytown were transferred to the Company. At December 31, 2010, Baytown remains a subsidiary of the Company with no operations.
Member credit unions of the Company are limited to duly constituted and operating credit unions located throughout the United States, organizations owned by credit unions, credit union
service organizations and other entities that the Company’s Board of Directors deems appropriate. The Company’s bylaws require that all net income from patronage-sourced business
of the Company be allocated and paid to its member credit unions based on their contributions to the Company’s business. The bylaws also require that at least 20% of the allocation be
made in the form of cash, and the balance in revolving funds and/or capital reinvestment credits (see Note 8).
The Company has evaluated events and transactions for potential recognition or disclosure in the consolidated financials statements through February 25, 2011, the date which consolidated
financial statements were available to be issued.
(b) Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly owned Subsidiary. All significant intercompany balances and transactions have been
eliminated.
(c) Cash and Cash Equivalents
The Company considers all highly liquid investments with an original maturity of three months or less to be cash equivalents. Included in cash and cash equivalents at December 31,
2010 and 2009, were approximately $72,812,000 and $79,366,000 respectively, of monies related to settlement activity. The related receivables and payables are included as a
component of settlement assets and settlement obligations on the accompanying consolidated balance sheets (see Note 3).
(d) Allowance for Doubtful Accounts
Based on the nature of the collection process of accounts receivable, no allowance for doubtful accounts has been recorded as of December 31, 2010 and 2009. Bad debt expense was
not material to the consolidated financial statements for the years ended December 31, 2010 and 2009.
(e) Investments
The Company determines the appropriate classification of its investment securities at the date of acquisition and reevaluates such classification at each balance sheet date.
(f) Depreciation
Depreciation has been provided using the straight-line and declining-balance methods over the estimated useful lives of the respective assets, which are the shorter of their useful life or
the related lease terms for leasehold improvements; fifteen years for land improvements, thirty-nine years for buildings and building improvements, and three to seven years for furniture
and fixtures, computer equipment and software. Expenditures for maintenance and repairs are charged to expense as incurred. Major improvements are capitalized. Costs for internaluse software are capitalized during the development phase and amortization begins when the software is ready for its intended use.
(g) Impairment of Long-Lived Assets
The Company reviews their long-lived assets and reduces the carrying value to the fair value whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. Impairments were not material to the consolidated financial statements for the years ended December 31, 2010 and 2009.
(h) Amortization of Sales Contracts
The Company capitalizes certain costs incurred on long-term sales contracts. These costs are amortized over the related contract period which is generally three to ten years.
(i) Goodwill
Goodwill represents the excess of the purchase price over the fair value of net assets acquired. As of December 31, 2010, the Company completed its annual impairment test
using a two-step process. The first step is a screen for potential impairment, while the second step measures the amount of the impairment, if any. Based on the results of this analysis,
the Company has not recognized any goodwill impairment as of December 31, 2010 and 2009.
(j) Concentrations
The Company currently purchases a majority of its processing services from four vendors. Although there are a limited number of vendors available for this service, management
believes that other vendors could provide similar processing services on comparable terms.
The Company is under contract with one of its vendors which states that the Company will be obligated towards certain termination payments in the event the contract is terminated early
by either party. The amounts to be paid by the Company varies under the contract terms including which party initiates termination and the remaining time left in the contract.
Cash balances are maintained in high quality financial institutions. Deposits often exceed amounts insured by federal deposit insurance limits.
(k) Income Taxes
Generally accepted accounting standards prescribe the recognition and measurement of tax positions taken or expected to be taken in a tax return. For those benefits to be recognized,
a tax position must be more likely than not to be sustained upon examination by taxing authorities. The Company, as a cooperative, is taxed on nonpatronage income and any operating
income not paid or allocated to member credit unions. These accounting standards did not have a material impact on the Company’s consolidated financial statements for the years
ended December 31, 2010 and 2009. Tax years 2006 to 2010 remain subject to examination by the IRS.
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements
Continued
1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
(l) Revenue Recognition
Revenues for card processing and related services are recognized based on specified amounts as transactions are processed or as services are performed. In addition, interchange
revenues are recognized as transactions occur based on fee schedules established by Visa and MasterCard.
(m) Interchange Returned to Patrons
The Company currently returns approximately 100% of interchange (issuers’ reimbursement fees) received from Visa and MasterCard for processing cardholder transactions to its
member credit unions on a monthly basis. These amounts are recognized as distributions of interchange returned to patrons on the consolidated statements of patrons’ equity.
A reconciliation of net income to distribution of interchange returned to patrons is as follows:
Net income
Less net income from processing and other services
Less income from MasterCard stock redemption

2010
$ 284,698,662
(20,095,455)
(8,361,400)

2009
$ 267,920,509
(18,948,103)
–

Distribution of interchange returned to patrons

$ 256,241,807

$ 248,972,406

(n) Cost of Revenues and Operating Expenses
The Company classifies all costs of providing services to its member credit unions and the related selling, administrative, and other costs as cost of revenues and operating expenses on
the accompanying consolidated statements of operations.
(o) Financial Instruments
The Company considers the following to be financial instruments: cash and cash equivalents, accounts receivable, settlement assets, short and long term investments, investments held
for deferred compensation plans, accounts payable, settlement obligations, capital lease obligations, accrued liabilities, patronage dividends payable, interchange payable to patrons, line
of credit and notes payable. The carrying amount of these financial instruments, as presented in the accompanying consolidated financial statements, are marked to market or they
approximate fair value due to the length of maturity or interest rates that approximate market.
(p) Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to make estimates and
assumptions that affect the amounts reported in the accompanying consolidated financial statements and notes. Actual results could differ from those assumptions.
(q) Related Parties
The Company has ownership interests in several entities where service agreements also exist. In addition, the Company has an ownership interest in an entity that leases building space
from the Company. These agreements are not material to the Company’s consolidated financial statements for the years ended December 31, 2010 and 2009.
(r) Reclassifications
Certain 2009 amounts shown in the accompanying consolidated financial statements have been reclassified to conform to the 2010 presentation. These reclassifications did not have
an effect on total assets, total liabilities, total patrons’ equity or net income.
2. INVESTMENTS
The Company’s investments consisted of the following at December 31, 2010 and 2009:
(a) The Company holds equity ownership interests in Visa, Inc. (Visa) and MasterCard International (MasterCard) as a result of prior participation in their programs. The Company
classifies its investments in the Visa and MasterCard stock as available for sale. As a result, the Company recorded a mark-to-market adjustment based on the fair value of the related
investments at December 31, 2010 and 2009 of approximately $(8,623,000) and $18,267,000, respectively, as a component of other comprehensive income on the accompanying
consolidated statements of patrons’ equity.
In 2010, the Company converted its remaining 34,054 MasterCard shares and paid the proceeds to participating member credit unions as dividends. As of December 31, 2010, the
Company holds 760,230 shares of Class B Visa stock that is subject to restrictions on transfers or sales.
The Visa and MasterCard stock was valued using the quoted market value of the stock less a discount rate determined by an independent valuation (Level 3). During the year ended
December 31, 2010, the Level 3 valuation input changes are approximately as follows:
Fair value, beginning of year
Decrease in:
Stock price
Conversion rate
Discount rate
Sales of stock
Fair value, end of year

Visa
$ 33,344,000

$

(7,567,000)
(2,408,000)
1,352,000
–
$ 24,721,000

MasterCard
7,809,000
(263,000)
–
815,000
(8,361,000)

$

–
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements
Continued
2. INVESTMENTS (continued)
Under the Visa USA by-laws, the Company and other Visa members are obligated to indemnify Visa USA for certain litigation charges, on specifically identified claims, up to its
respective ownership percentage. During the years ended December 31, 2010 and 2009, additional funding was required by Visa to increase the litigation account by $1.3 billion and
$700 million, respectively. As a result, the conversion ratio of the Visa Class B shares was reduced to .5102 and .5824 per Class A share in 2010 and 2009, respectively. There are
other specifically identified claims which may result in an additional liability as a result of the indemnification; however, the amount of any additional liability cannot be currently estimated.
(b) Certificates of deposit are accounted for as held to maturity and are held at amortized cost. Investment securities are approximately as follows at December 31:
Amortized cost basis
Aggregate fair value
Unrealized gains

$

2010
9,135,000
9,135,000
–

$

2009
18,473,000
18,473,000
–

All certificates of deposit mature in 2011.
(c) The Company has invested approximately $1,477,000 and $1,515,000 in certain privately held entities at December 31, 2010 and 2009, respectively. These investments are
accounted for under the cost or equity methods depending on the Company’s percentage of ownership in these entities.
Management reviews the carrying value of these closely held investments at each balance sheet date for impairment. During 2009, the Company was notified that its investment in a
corporate credit union had been extinguished. Accordingly, the Company recognized a loss on investment of approximately $896,000 during the year ended December 31, 2009.
3. SETTLEMENT ASSETS AND OBLIGATIONS
Settlement assets and obligations result from timing differences in the Company’s settlement process related to card processing. As December 31 fell on a weekday in 2010 and 2009,
there was one day of sales transactions included in settlement assets and obligations.
Settlement assets include deposits required by vendors who perform the Company’s processing services which are used to prefund daily settlement activities.
Settlement obligations include deposits held by the Company from its member credit unions. These deposits provide a reserve for transaction card clearings. The deposit is based on
average volume of credit and debit card clearings plus payment float on credit card payments and is refundable should the member credit union terminate membership in the Company.
Settlement assets and obligations consist of the following at December 31:
2010

2009

Settlement assets
Funds due from member credit unions
Deposits on account with vendor
Total settlement assets

$

4,857,773
45,462,882
$ 50,320,655

5,469,189
45,089,064
$ 50,558,253

Settlement obligations
Deposits held for member credit unions
Payments due to member credit unions
Total settlement obligations
Net settlement obligations

$ 101,967,695
21,165,335
$ 123,133,030
$ 72,812,375

$ 107,214,460
22,709,572
$ 129,924,032
$ 79,365,779

2010

2009

$ 11,149,082
38,764,950
1,641,737
6,872,323
39,090,479
9,750,647

$ 11,149,082
38,761,913
1,625,750
6,858,780
34,122,800
8,589,025

107,269,218
(41,588,069)

101,107,350
(37,504,481)

$ 65,681,149

$ 63,602,869

$

4. PROPERTY AND EQUIPMENT, NET
Property and equipment, net is stated at cost and consists of the following:
Land and land improvements
Buildings and building improvements
Leasehold improvements
Furniture and fixtures
Computer equipment and software
Software under development
Less accumulated depreciation
Property and equipment, net
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements
Continued
5. GOODWILL AND INTANGIBLE ASSETS, NET
Goodwill and intangible assets, net consists of the following:
2010
Non-compete agreements
Acquired contracts
Goodwill

$

$

8,139,251
(1,424,850)

Less accumulated amortization
Goodwill and intangibles, net

201,307
1,223,543
6,714,401

2009

$

6,714,401

201,307
1,223,543
6,714,401
8,139,251
(1,383,078)

$

6,756,173

The non-compete agreements were amortized over their contractual lives of 36 months and the acquired contracts were amortized over their useful lives that ranged from 12 to 36
months. Amortization expense was approximately $42,000 and $291,000 in 2010 and 2009, respectively.
The intangible assets were fully amortized in 2010.
6. BENEFIT PLANS
The Company has a 401(k) Retirement Savings Plan (the Plan) that operates as a Safe Harbor Plan. Eligible employees of the Company that have completed one month of service are able
to participate in the Plan. Employee contributions are voluntary and subject to IRS limitations. During 2010, the Company matched 100% of the employee contributions up to 3% of the
employee’s compensation and 50% of the employee contributions between 3% and 5% of the employee’s compensation. During 2009, the Company matched 100% of the employee
contributions up to 3% of the employee’s compensation and 50% of the employee contributions between 3% and 6% of the employee’s compensation. Plan costs of approximately
$1,921,000 and $2,161,000 were recognized in costs of revenues and operating expenses in 2010 and 2009, respectively, on the accompanying consolidated statements of operations.
Effective January 1, 2011, the Company matches 100% of the employee contributions up to 3% of the employee’s compensation and 50% of the employee contributions between 3%
and 6% of the employee’s compensation.
The Company maintains a nonqualified Deferred Compensation Program (the Program) which provides certain management level employees the ability to defer compensation and have
provisions for discretionary contributions. Contribution expense of approximately $1,080,000 and $1,177,000 were recognized in cost of revenues and operating expenses in 2010 and
2009, respectively, on the accompanying consolidated statements of operations. Benefits under the Program are available at specified future dates or upon retirement or death. The
Program is fully funded and all assets of the Program are held in trust as Company assets.
The Company maintains additional Deferred Compensation Programs (the Retirement Programs) to provide certain retirement benefits for key executives. The Retirement Programs are
fully funded by the Company and are earned as tenured. The benefits are being recorded on the Company’s consolidated statements of operations during the service period. Benefits
under the Retirement Programs are available at specified future dates or upon retirement, death or a change in control, as defined. The Retirement Programs are fully funded and all
assets of the Retirement Programs are held in trust as Company assets. Compensation expense of approximately $1,552,000 and $493,000 was recognized in cost of revenues and
operating expenses in both 2010 and 2009, respectively, on the accompanying consolidated statements of operations. During 2010, the plan of one key executive was accelerated.
Benefit payments to plan participants include employer and employee contributions as well as gains or losses accumulated during a participant’s time in the Deferred Compensation
Programs. For the years ended December 31, 2010 and 2009, total benefit payments made to participants in all Deferred Compensation Programs totaled approximately $8,100,000
and $550,000, respectively. Benefit payments during 2010 include amounts paid to key executives and other employees, including those participants of the Restructuring Plan
at Note 9(c).
The Company classifies all investments held in trust for the Deferred Compensation Programs as trading securities and as such are reported at fair value. The Company also records a
corresponding liability for amounts due to employees under the Deferred Compensation Programs. Changes in fair value of the investments increase or decrease the related deferred
compensation liability. For the years ended December 31, 2010 and 2009, net gains of approximately $1,600,000 and $3,400,000, respectively, are recorded net of the corresponding
change to the deferred compensation liabilities in cost of revenues and operating expenses. The gains had no effect on the Company’s net income.
7. LONG-TERM DEBT
(a) Lines of Credit
The Company had a $50 million line of credit (the Line) with a corporate credit union. There was $10 million outstanding under the Line at December 31, 2009. During 2010,
the Company drew $18.5 million, net on the Line and decided not to renew it effective October 2010. All amounts outstanding are due one year from the date of funding. Therefore,
all outstanding amounts are due at various dates in 2011 with the final payment due in August 2011. Interest under the Line is 0.75% per annum over the WesCorp Variable Secured
Rate (1.40% at December 31, 2010). There was $28.5 million outstanding under the Line at December 31, 2010. The Line contains certain covenants, including maintenance of a
minimum tangible net worth, as defined, prohibiting additional borrowings and asset sales, and restricting merger and acquisition activities. The Company was in compliance with
these covenants as of December 31, 2010 and 2009.
As of February 25, 2011, the Company was in negotiations with a financial institution for an $85 million line of credit that prescribes amounts available for short term working capital
and general purposes, projects and acquisitions.
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PSCU FINANCIAL SERVICES, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements
Continued
7. LONG-TERM DEBT (continued)
(b) Notes Payable
In 2010, the Company entered into commitments with 24 member credit unions to convert their series 2001 through 2003 revolving funds payments into five or ten year callable notes
payable (the Notes). The amounts are recorded as notes payable on the accompanying consolidated balance sheets on the date of execution. Notes payable are as follows as of
December 31, 2010:
Series 2001
Executed in:
2010
5 year term
10 year term

2009

$

377,440
248,574

$

71,127
–

$

626,014

$

71,127

Interest under the five year Notes is 3.00% per annum for the initial two years and 1.25% per annum over the Federal Funds Rate, not to exceed 8.00%, for the remaining three years.
Interest under the ten year Notes is 4.00% per annum for the initial two years and 2.5% per annum over the Federal Funds Rate, not to exceed 8.00%, for the remaining eight years.
8. PATRONS’ EQUITY AND PATRONS’ ALLOCATED EQUITIES
(a) Patrons’ Equity
In accordance with its bylaws, the Company allocates patronage net income as determined for income tax purposes to its member credit unions in cash, revolving funds and capital
reinvestment credits in such proportions as determined by the Company’s Board of Directors.
Retained earnings (losses) includes the equity of the Company from inception through September 30, 1994 (the date the Company became a cooperative), and net income (loss)
arising from nonpatronage business since that date and is not allocated to member credit unions. Retained earnings (losses) also includes differences between the financial statement
presentation of net income under accounting principles generally accepted in the United States of America and net income as determined under the Internal Revenue Code, since
patronage net income is computed under income tax rules.
The Company’s Board of Directors declared cash patronage dividends, including amounts related to MasterCard stock sales, of approximately $10,881,000 and $5,735,000 relating to
2010 and 2009, respectively.
(b) Revolving Funds
The Company’s Board of Directors determined that the revolving funds shall be redeemed no later than nine years from the date of issuance for 2002 through 2004 and no later than
12 years from the date of issuance for 2005 through 2009. There were no revolving funds issued in 2010.
In 2009, the Company redeemed the revolving funds issued in 2001 and 2000, which were originally scheduled for redemption in 2010. In 2010, the Company redeemed the revolving
funds issued in 2002, which was originally scheduled for redemption in 2011. The Company’s Board of Directors must approve that payment of previously declared revolving funds will
not impair the Company’s financial condition prior to payment. As such, these amounts are included in patrons’ allocated equities in the accompanying consolidated balance sheets.
The balance in each issue of the revolving funds is as follows:
Series

Issued

Due

Amount

2002
2003
2004
2005
2006
2007
2008
2009

2003
2004
2005
2006
2007
2008
2009
2010

2012
2013
2017
2018
2019
2020
2021
2022

$ 8,634,157
8,745,167
16,160,653
15,300,820
11,389,590
5,971,401
6,381,479
6,083,373
$ 78,666,640

(c) Capital Reinvestment Credits
Capital reinvestment credits have no stated maturity date but are redeemable at the discretion of the Company’s Board of Directors. Capital reinvestment credits provide the Company
the ability to fund longer term investments, such as buildings and emerging technology innovation. As such, these amounts are included in patrons’ allocated equities in the accompanying
consolidated balance sheets. The balance in each issue of the capital reinvestment credits is as follows:
Series

Issued

Amount

2006
2007
2009
2010

2007
2008
2010
2011

$ 4,998,075
5,995,342
6,083,373
10,414,313
$ 27,491,103
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9. COMMITMENTS AND CONTINGENCIES
(a) Leases
The Company leases office space and equipment under long-term noncancelable operating leases expiring through 2014. Future minimum lease payments required under these
operating leases as of December 31, 2010, are approximately as follows:
2011
2012
2013
2014

$

660,000
479,000
495,000
210,000
$ 1,844,000

Rent expense under operating leases was approximately $744,000 and $655,000 in 2010 and 2009, respectively.
The Company also has a sublease agreement that offsets the above future minimum lease payments when realized. Remaining amounts of the sublease are approximately $306,000
for 2011.
The Company leases equipment and furniture under long-term noncancelable capital leases expiring through 2015. Remaining amounts of lease and implicit interest at December 31,
2010, are approximately as follows:
2011
2012
2013
2014
2015
Less interest

$ 1,123,000
918,000
878,000
682,000
454,000
(460,000)

Total

$ 3,595,000

The principal amounts are recorded in short and long-term capital lease obligations on the accompanying consolidated balance sheets.
(b) Letter of Credit
In March 2010, the Company entered into an $8 million letter of credit (the Letter) with a bank which is available for market risk prefund purposes with MasterCard for specific member
credit unions. The Letter expires in March 2011.
(c) Restructuring Plan
In January 2010, the Company executed a voluntary separation plan with certain employees to consolidate and streamline operations, reduce costs and give the Company the ability to
leverage scale as it grows. Restructuring expense of $4.6 million was recognized in 2010 for severance and related payroll costs. All costs were paid in 2010.
(d) Employment Agreements
At December 31, 2010, the Company has an employment agreement with an executive of the Company. This agreement provides for salary, bonus, severance and includes a change in
control provision, as defined.
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Carma Atkinson
Card Services Manager
University of Wisconsin Credit Union
Madison, WI

Deborah Bitner
Debit & Electronic Services Manager
Citizens Equity First Credit Union
Peoria, IL

Claire Castanino
Card Access Manager
Bellwether Federal Credit Union
Manchester, NH
Nancy Crouch
Director, Card Services
American Airlines Federal Credit Union
Fort Worth, TX
Pam Gilmore
VP, Visa Operations Manager
Founders Federal Credit Union
Lancaster, SC
Michelle James
Card Services Manager
Pen Air Federal Credit Union
Pensacola, FL
Davis Johnston
SVP, Operations
Florida Telco Credit Union
Jacksonville, FL
Said Kaidi
Director, Account Services
Congressional Federal Credit Union
Oakton, VA
Lisa Lambrecht
VP, Accounting
Entrust Federal Credit Union
Richmond, VA
Cynthia Negri
SVP, Strategic Planning
Redwood Federal Credit Union
Santa Rosa, CA
Leanne Phelps
SVP, Card & Record Services
State Employees’ Credit Union
Raleigh, NC
Alan Schaefer
AVP, Card Center Manager
Tinker Federal Credit Union
Tinker AFB
Nathan Schmidt
VP, Marketing
Schools Financial Credit Union
Sacramento, CA
Melissa Thomas
VP, Automated Services
VyStar Credit Union
Jacksonville, FL
Betsy Weatherford
Card Services Supervisor
Hawaii State Federal Credit Union
Honolulu, HI
Audrey Zamora
Manager, Card Services
FirstLight Federal Credit Union
El Paso, TX
Deb Zona
Director, Operations
Alliant Credit Union
Chicago, IL

Robert Coyan
SVP, Marketing & Operations
Corporate One Federal Credit Union
Columbus, OH
Kimberly Dean
VP, IT
DuPont Community Credit Union
Waynesville, VA
Sheryl Dietrich
Electronic Services Manager
WESTconsin Credit Union
Menomonie, WI

Rich Alfirevic
EVP & COO
VyStar Federal Credit Union
Jacksonville, FL
Denise Ghere
Credit Card Operations Manager
Citizens Equity First Credit Union
Peoria, IL
Liang Han
General Manager, Operations
Bank Fund Staff Federal Credit Union
Washington, DC

Cindy Estes
Cards Product Manager
Community America Credit Union
Lenexa, KS

Brian Hartwigsen
SVP, Lending & Operations
CFE Federal Credit Union
Orlando, FL

Nancy Hannah
VP, Electronic Services
Arrowhead Credit Union
San Bernardino, CA

Crystal Labonte
VP, Cardholder Member Services
State Employees’ Credit Union
Raleigh, NC

Art Harper
VP, Electronic Services
SC Federal Credit Union
North Charleston, SC
Mary Isaacs
CFO
Altra Credit Union
LaCrosse, WI
Bill Jones
SVP, Operations
Virginia Credit Union
Richmond, VA
Karen Kane
Electronic Services Manager
Lake Trust Credit Union
Lansing, MI
Jim Lawrence
AVP, Retail Operations Administrator
Harvard University Credit Union
Cambridge, MA
April Mann
VP, Remote Services
Air Force Federal Credit Union
San Antonio, TX
Martha Peters
Operations Manager
DFCU Financial
Dearborn, MI
Nic Peterson
Operations Manager
Affinity Plus Federal Credit Union
St. Paul, MN
Lori Reiss
Director, Card Services & Fraud
Baxter Credit Union
Vernon Hills, IL
William Schirmer
EVP
Lake Michigan Credit Union
Grand Rapids, MI
John Stegner
CFO
Y-12 Federal Credit Union
Oak Ridge, TN

Luke Lukashunas
VP, Fraud & Security Services
TruMark Financial Credit Union
Trevose, PA
Kristi MacKechnie
ATM/Card Services Risk Analyst
Educational Employees Credit Union
Fresno, CA
Linda Manning
Card Services Manager
Addison Avenue Federal Credit Union
Rocklin, CA
John Snodgrass
Security Risk Manager
BECU
Seattle, WA
Lee Torres
VP, Risk Management
Nevada Federal Credit Union
Las Vegas, NV
Chris Willey
VP, Risk Management &
Security Officer
American Eagle Federal Credit Union
East Hartford, CT
Carol Witt
VP, Operations & General Services
SC State Credit Union
Columbia, SC

IT
ADVISORY GROUP

MARKETING
ADVISORY GROUP

John Best
CTO
Wescom Credit Union
Pasadena, CA

Eric Acree
EVP
Vantage Credit Union
Bridgeton, MO

Vaughn Book
SVP, Operations & Technology
Arrowhead Credit Union
San Bernardino, CA

Greg Barnes
SVP, Marketing
Nevada Federal Credit Union
Las Vegas, NV

Jesse Boyer
EVP
REALTORS Federal Credit Union
Rockville, MD

Scott Blue
VP, Marketing
South Carolina Federal Credit Union
North Charleston, SC

Bonnie Ciuffo
CIO
South Carolina Federal Credit Union
North Charleston, SC

Danielle Brehmer
VP, Marketing
Lake Trust Credit Union
Lansing, MI

Kevin Dougherty
SVP
CFE Federal Credit Union, Orlando, FL

Suzie Cook
VP, Marketing
DuPont Community Credit Union
Waynesboro, VA

Timothy Elmore
CIO
Bank-Fund Staff Federal Credit Union
Washington, DC
Blanca Guerrero
SVP, CIO
Addison Avenue Federal Credit Union
Palo Alto, CA
Jeff Johnson
CIO
Baxter Credit Union
Vernon Hills, IL
Mark Michaels
VP, Strategic Development
San Francisco Federal Credit Union
San Francisco, CA
Cameron Minges
EVP
Vantage Credit Union
Bridgeton, MO
Wade Painter
EVP & CFO
Redwood Credit Union
Santa Rosa, CA
Rudy Pereira
SVP, Operations & Technology
Alliant Credit Union
Chicago, IL
Christopher Saneda
CIO
Virginia Credit Union
Richmond, VA
Kyle Welsh
Director, Technology Services
BECU
Seattle, WA

Nancy Davis
Product Manager
BECU
Seattle, WA
Glen Durbahn
VP, Member Relations & Marketing
Hiway Federal Credit Union
St. Paul, MN
Suzanne Dusch
VP, Marketing
CFE Federal Credit Union
Orlando, FL
Christianne Gribben
AVP, Marketing
Clearview Federal Credit Union
Moon Township, PA
Matt Kaudy
VP, Marketing & Business Development
NASA Federal Credit Union
Upper Marlboro, MD
Joe McGowean
Director, Marketing &
Member Communications
Alliant Credit Union
Chicago, IL
Virgil Mueller
VP, Credit & Collections
Anheuser-Busch Employees’
Credit Union
St. Louis, MO
Tom Nadeau
SVP, Lending
Metro Credit Union
Chelsea, MA
Mark Perez
SVP, Lending & Marketing
Educational Employees Credit Union
Fresno, CA

Sonia Turner
VP, Support Services
Los Angeles Federal Credit Union
Los Angeles, CA

Tim Rowe
Chief Lending Officer
Member One Federal Credit Union
Roanoke, VA

Terry Vick
VP, Lending
Arkansas Federal Credit Union
Jacksonville, AR

Margaret Wold
VP, Marketing & Business Development
Stanford Federal Credit Union
Palo Alto, CA

Lisa Zimbeck
Card Services Supervisor
TruStone Federal Credit Union
Plymouth, MN
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David J. Serlo
November 21, 1946 – June 25, 2010

President of PSCU Financial Services
1983 – 2010

Leadership, vision, a passion for doing the right
thing, and a heart that was freely given to
the people of this company – with these
David J. Serlo served the member-owners of
PSCU Financial Services for nearly 30 years. As
the company's first employee, he was instrumental in leading the business through years of
remarkable performance, building a company
that would ultimately set the standard for
cooperatives in the credit union industry.
His premature passing marked the end of an era,
yet it fueled a spirit of commitment and growth
for the firm’s nearly 1,800 employees. His
vision and his values will shape this company for
years to come.
Beyond his contributions to the industry, Dave
was recognized for his strong leadership,
exemplary moral character and gracious spirit.
He has always been committed to doing the right
thing for employees, credit unions and business
partners. A family man first, we were all
fortunate that his love reached the extended
family of this company.
David J. Serlo will be missed by the thousands
of people whose lives he touched.
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560 Carillon Parkway,
St. Petersburg, Florida 33716
www.pscufs.com

CARD PROCESSING

800.443.7728 Toll Free
727.572.8503 Fax

Classic, Gold and Platinum Credit Cards
Signature/PIN Debit & ATM Driving
Prepaid Gift & Reloadable Cards
Small Business Credit & Debit Cards
Corporate & Purchasing Cards

TECHNOLOGY & INNOVATION
Electronic Banking
Consumer and Business Online Bill Pay
Contactless Cards
Mobile Banking
Digital Plastics
Electronic Statements

BUSINESS GROWTH,
MANAGEMENT & SUPPORT
24/7 Member Services
Fraud Monitoring & Management Services
Portfolio Consulting & Card Marketing
Automated Risk Management Solutions
Loyalty and Rewards Programs
Lending
Collections
Member Outreach Services
New Member Enrollments & Cross-Selling
Marketing Services

®
TM

