DESERT SCHOOLS FEDERAL CREDIT UNION

PRESIDENT’S REPORT
Since 1939, Desert Schools has served over 2 million members, we’ve financed over 100,000 homes, opened savings
accounts for brand new babies, and helped future retirees build their nest eggs.
Just as we are a financial partner to our members, we are also a community partner to the Valley. And because we
only serve the Valley, our connection to the community is vital. When the Valley thrives, Desert Schools thrives. And
because this community has been such a good home to us, helping this organization to grow from less than $100
in 1939 to over $3 billion today, being a true community partner is a commitment our entire organization takes to
heart.
The following are just some of the community outreach efforts and results for 2013:
• Desert Schools received the United Blood Services’ Hero Award for our blood donation efforts
• Employees volunteered in 132 Communi-Team projects totaling 3,155 hours
• 149 youth financial literacy classes were delivered to area middle and high school students
• 127 adult financial literacy classes were conducted, in partnership with local nonprofit agencies
• $45,000 in scholarships were given to high school seniors and college freshmen
• Over $700,000 was raised by employees, our members and our partner organizations for our two
primary charities, the Valley of the Sun United Way and the Phoenix Children’s Hospital.
And while 2013 was an extremely successful year for Desert Schools financially, these are the results that make me
most proud.
So, when it came time to think about how we should celebrate our milestone 75th anniversary, it was clear that
community giving should be at the center of these efforts. And so Shine On was born.
Shine On is a yearlong celebration where we will shine a spotlight on the community giving efforts of Desert
Schools and other amazing organizations in the Valley. We will express sincere appreciation to our members,
employees, volunteers and community partners. And we’ll invite the entire community to be part of the
celebration.
Through Shine On, Desert Schools is pledging to give back over $1,000,000 directly to our community in 2014. For
more information on Shine On, visit ShineOnAZ.org.
Our plans for 2014 also include many product and service enhancements to meet member needs and make
banking with Desert Schools even more convenient.
We plan to expand our first mortgage product line to give our members more options in selecting the solution that
best meets their needs. We are planning significant enhancements to Desert Schools’ online and mobile channels,
including upgrades to Online Banking, Mobile Banking, Bill Pay, online
account opening and the addition of a Mobile Banking tablet app. And for
our business members, we are finalizing plans for business mobile deposits,
Online Banking upgrades and additional services to help effectively manage a
business.
I am very proud of this organization, our employees and our management
team for such a successful year. As our attention turns to 2014, we look
forward to celebrating our incredible 75-year history and setting the stage for
future success for our members, employees and the community.

Susan Frank
President/CEO

CHAIRMAN’S REPORT
In 1939, a small group of teachers pulled together to form what is Desert Schools Federal Credit Union. Since that
time, Desert Schools has grown to become the largest locally-based financial institution in Arizona. But the road
has not always been easy. We have experienced the highest of heights and very recently, an outright financial
crisis, right alongside this community.
2013 was an exceptionally bright spot in the history of Desert Schools. As a credit union, the ultimate measure
of success is the financial strength of the organization. So it’s fitting as we enter into our 75th anniversary year,
and our Shine On campaign to commemorate this milestone, that we should do so coming off one of the most
successful years in our organization’s history. On the heels of an exceptional 2012, Desert Schools saw a 5%
increase in net income to $54 million. The organization achieved an ROA of 1.68%, and ended the year with a
statutory net worth of 10.38%.
These are exceptional results, of which the Desert Schools team is very proud. However, financial results are not
the only way we measure our success as an organization. Service to our members is also critically important.
In 2013, we placed an increased focus on providing exceptional service to members through an organizationwide program we’re calling Momentum. Momentum is designed to ensure our employees have the resources,
knowledge and tools to help our members achieve financial success through valuable products, convenient
services and financial expertise.
We launched DS MobileDeposit, an enhancement to our mobile banking product which enables members to
deposit checks directly from their smart phones. We continued the 1% cash back offer for auto loan refinances
as well as home equity loans, providing nearly $2 million in cash back to our members. And we offered a free
appraisal for members looking to buy their first home or move up to a new home. In return, in our annual
member survey, members gave the organization a 94% satisfaction rating, and 70% indicated they consider
Desert Schools to be their primary financial institution.
Plans are well under way to continue the success of 2013 into 2014 and
beyond. And as we move forward, it will be with a continued focus on our
mission as a credit union to ensure that as we achieve success, we share it
with our members, our employees and our community.
Michael J. Konen
Chairman

305 West Big Beaver Road
Troy, Michigan 48084
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Independent Auditor’s Report

To the Board of Directors and Supervisory Committee of
Desert Schools Federal Credit Union and Subsidiaries
Report on the Consolidated Financial Statements
We have audited the accompanying consolidated financial statements of Desert Schools Federal Credit
Union and Subsidiaries, which comprise the consolidated statements of financial condition as of December
31, 2013 and 2012, and the related consolidated statements of earnings, comprehensive income, members’
equity and cash flows for the years then ended, and the related notes to the consolidated financial
statements.
Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated 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 consolidated financial statements that are free from material misstatement, whether due to
fraud or error.
Auditor’s Responsibility
Our responsibility is to express opinions on these consolidated financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated 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 consolidated 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
consolidated financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinions.
Insight. Oversight. Foresight.℠
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Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Desert Schools Federal Credit Union and Subsidiaries as of December
31, 2013 and 2012, and the results of their operations and their cash flows for the years then ended, in
accordance with accounting principles generally accepted in the United states of America.
Other Matters
Other Information
Our audits were conducted for the purpose of forming an opinion on the consolidated financial statements as
a whole. The accompanying supplementary information shown on page 50 is presented for purposes of
additional analysis and is not a required part of the consolidated financial statements. The accompanying
supplementary information shown on page 50 is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the consolidated financial
statements. Such information has been subjected to the auditing procedures applied in the audits of the
consolidated financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the consolidated
financial statements or to the consolidated financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the accompanying supplementary information shown on page 50 is fairly stated in all material respects, in
relation to the consolidated financial statements as a whole.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated February 15,
2014 on our consideration of the Credit Union’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Credit Union’s internal control over
financial reporting and compliance.

DOEREN MAYHEW
February 15, 2014
Troy, Michigan
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DESERT SCHOOLS FEDERAL CREDIT UNION
AND SUBSIDIARIES
Consolidated Statements of Financial Condition
Year Ended December 31,

Assets
Cash and cash equivalents
Investment securities
Trading
Available-for-sale
Held-to-maturity
Loans held-for-sale
Loans to members, net of allowance for loan losses
Accrued interest receivable
Property and equipment
Share insurance deposit
FHLB participation stock
Mortgage servicing rights
Other real estate owned and other assets in liquidation
Capital share deposit
Other assets
Total assets

2013

2012

$ 289,432,229

$ 224,992,432

3,668,999
868,493,624
630,422,942
41,997,967
1,233,309,309
9,796,497
65,114,106
28,011,549
27,730,000
9,382,324
7,096,191
7,260,757
3,221,716,494

3,008,929
796,794,027
639,706,484
24,447,026
1,275,315,461
9,749,281
57,091,021
26,785,650
16,871,500
7,808,223
15,475,721
4,690,193
9,909,323
3,112,645,271

Liabilities and Members’ Equity
Liabilities
Members’ shares and savings accounts
Borrowed funds
Postretirement healthcare liability
Defined benefit pension liability
Accounts payable and other accrued liabilities
Total liabilities
Commitments and Contingent Liabilities
Members’ Equity - Substantially Restricted
Total liabilities and members’ equity

2,788,178,537
90,000,000
4,221,132
12,109,075
28,733,674
2,923,242,418

2,684,731,131
90,000,000
3,419,971
9,270,761
41,425,406
2,828,847,269

-

-

298,474,076

283,798,002

3,221,716,494

3,112,645,271

Consolidated Statements of Earnings
Year Ended December 31,

2013

2012

$ 57,237,620

$ 67,193,148

30,639,421
87,877,041

24,487,818
91,680,966

Interest Expense
Interest and dividends on members’ shares and savings accounts
Interest on borrowed funds
Total interest expense
Net interest income

6,213,998
1,528,980
7,742,978
80,134,063

8,148,261
1,237,324
9,385,585
82,295,381

Provision For (Recapture of) Loan Losses
Net interest income after provision for (recapture of) loan losses

(8,510,872)
88,644,935

(429,130)
82,724,511

Non-Interest Income
Gains on sale of loans
Gains on capitalization of mortgage servicing rights
Realized gains on sales of available-for-sale investments
Gains on sales and disposition of other real estate owned
Loan servicing fees
Fees and charges
Total non-interest income

13,563,784
4,728,574
1,627,426
3,573,674
84,304,478
107,797,936

12,060,317
4,378,314
1,879,366
3,289,061
81,596,908
103,203,966

Non-Interest Expenses
Compensation and benefits
Office operations
Occupancy
Member education and marketing
Loan servicing
Professional and outside services
Operating expenses
Amortization of mortgage servicing rights
Losses on sales of investment securities
Losses on disposition of assets
TCCUSF and NCUSIF premium assessment
Total non-interest expenses

76,716,487
31,604,928
8,680,372
7,951,776
5,476,428
4,452,653
1,473,504
3,251,348
252,841
27,746
2,240,924
142,129,007

71,586,811
30,960,056
8,820,123
5,350,688
5,049,122
3,830,534
981,068
3,671,695
1,548,920
2,544,637
134,343,654

54,313,864

51,584,823

Interest Income
Loans receivable
Investment securities
Total interest income

Net Earnings

Federally insured by the NCUA
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