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Agenda
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The “Current” Environment - Setting the Stage!  

Liability Sensitive: 

Strategies to Consider & Avoid 

Asset Sensitive: 

Strategies to Consider & Avoid

 
Q & A 

Navigating Changing Winds: A Leader Adjusts the Sails 
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?

Fed Funds %
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FFS Futures:  Winds of Change!

March ‘26 July 14, ‘26

--50bps

+25-50bps
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Yields Change Direction Toward 3 Year High
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The Treasury yield curve

February 27, 2026
June 8, 2026

Source: Bloomberg and FHN Financial
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Loan Pricing & Commitments Discipline?… Investments More Favorable!

5 Year Treasury Rate Updraft Tailwind…Opportunity!

3.51%

4.32%
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5 yr Rates Up 60bps From Last Quarter

Long Term Rates Higher, Short Rates Lower = NIRVANA 
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10-year Treasury vs. Fed Funds History…Lessons Learned

“Learning from history is a form of leverage.” —
Charlie Munger.

?
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2024: Bond Purchase at 6.07% Funded Overnight @ 5.50% = 57bp Spread
From FHLB Webinar 2024
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Lessons Learned from Previous Rate Cycles

1
Long Rates Move “Ahead” of Short Rates… on Way Up and Way Down

2
AVOID Extending Funding Out Too Long When the Curve Is Flat or Inverted (Use Caps)

3
ADD Asset Duration and Yield When Curve is Flat During Fed Tightening 

4
Call Protection Valuable: Buy Before the Curve Flattens / Inverts (Hedge Falling Rates Ahead)
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Lessons Learned from Previous Rate Cycles

5
NEVER Buy Callable Agency Bonds, EVER!  

6
Credit Cycles Repeat, Just Never Know “When” or “Magnitude”

7
Opportunity for “Gains” as Rates Fall Require Asset Extension at Higher Rate Levels… Most Miss! 

8
Mix Shifts and Growth in Balance Sheet Varies over Rate Cycles (Loans & Deposits especially)
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Strategy Development Requires:

How Short Rates & 

Long Rates Move 

MATTERS

A LOT!

Don’t Ignore Rate 

Cycle Patterns, 

Business Cycles 

and How Slope 

Can Be Friend or 

Worst Enemy

Normalize 

Potential Noise on 

Key Issues 

Impacting the 

Model Results

Critical First Step: 

Get an Accurate 

Risk Position
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Winds of Change and Uncertainty Always Lurking…

◆ Listen to Your Balance Sheet…Not Headlines!

► Market is Unreliable and Poor Predictor or Rates

◆ Be Nimble and Opportunistic

► Can’t Predict Markets…Be Ready to Capitalize on Opportunities…

► Flexibility is key, revisit your policies from a “business perspective” (vs. regulatory 

appeasement)
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What’s Your IRR Profile?



© 2026 Darling Consulting Group, Inc. 17© 2026 Darling Consulting Group, Inc. 17

2 Year IRR Simulation - Inflection Points Matter!
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5 Year IRR Simulation - Inflection Points Matter!
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Slope of Market Yield Curves Matters…Greatly!

Steepening Yield Curves

Parallel Yield Curve Shift Lower
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Rising Rates (Left), Falling Rate Scenarios (Right)
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Rethinking “Liquidity”
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Liquidity Definition Validated By “March Madness”
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Liquidity Overview – Availability Timing (How Fast Can We Raise Cash?)
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A New Era: Liquidity Risk and Deposit Strategy 

COST SAVINGS GROWTH

Near-term vs. “Longer”-term

Stability vs. Low Cost

Tech-driven vs. Stablecoin & Tokenized 

Deposits

Will History Repeat Itself?

Funding Diversity… Deposits & Wholesale
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Deposits Trends YTD (through June)

<1%
Total Balances

3 bps
Total Costs

Source: Deposits360°®
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Total Deposit Balance History & Forecast

Balance History Base (EFF @ 3.64%) Up 100 bps (12 Mos) Down 100bps (12 Mos)

Deposits360°® Balance Forecast (Industry)

Source: Deposits360°®

Up 100bps 2%

Base 3%

Down 100bps 4%

Forecasted 12-month 

balance change  
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Total Deposit Interest Rate History & Forecast

Rate History Base (EFF @ 3.64%) Up 100 bps (12 Mos) Down 100bps (12 Mos)

Deposits360°® Rate Forecast (Industry)

Source: Deposits360°®

Up 100bps +22bps

Base -1bps

Down 100bps -31bps

Forecasted 12-month 

balance change  
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CD Strategy

4 Considerations When Setting Rates
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1. Separate Fact From Fiction

Fiction Fact

CD Offering Rates CD Average Rates

6M Regular 2.58%

6M Special 3.67%

6M Regular 3.48% 3.75%

6M Special 3.65% 3.80%

National Avg Rate DCG Avg Opened

Source: Deposits360°®

75th Percentile
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2. Understand Cost to Obtain vs Retain

35bp
Gap between retention 

vs. growth rate 3.25%
Retain

3.60%
Obtain
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3. Understanding Rollover Activity

Source: Deposits360°®

Share of Matured Balances Q1 CD Maturity Results
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Liquidity Management Impacts:

Loan 
Strategy

Deposit 
Pricing 
Strategy

Investment 
Strategy

Growth 
Strategy

Earnings

YOUR Perspective on Liquidity and the Role of 

Wholesale Funding WILL IMPACT:
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Rethink and Normalize the CD Curve

Source: Deposits360°®

2.50%

2.70%

2.90%

3.10%

3.30%

3.50%

3.70%

3.90%

4.10%

4.30%

4.50%

3 Mo 6 Mo 12 Mo 18 Mo 24 Mo 36 Mo 60 Mo

Current FHLB & CD Pricing Curve

FHLB CD Avg Opened Rate
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MMDA Considerations (DCG’s Deposits360°® Data Insights)

80bps
Difference on 80th percentile 

MMDA rate vs 6M CD

6%
Points more in balance 

growth YoY vs. CDs

76bps
Difference in new rate on 

$100-$250k tier vs $1MM+ tier

Strategy Thoughts

Premium MMDAs are 

Outperforming CDs

Tiering is critical

Expect cannibalization, 

but measure it
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MMDA Balance Tiers Avg Rate 75th Percentile 90thth Percentile
Total 2.28% 2.89% 3.21%
 $50K - $100K 1.84% 2.35% 2.93%
$100K - $250K 2.23% 2.78% 3.18%
$250K - $500K 2.41% 2.96% 3.33%
$500K -  $1MM 2.71% 3.21% 3.45%
 $1MM + 2.99% 3.44% 3.54%
*Avg Opened Acct Int Rates

Deposits360°® Pricing - 5/31/26

An Inside Look at MMDA Pricing

Source: Deposits360°®
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Same Bank, Premium MMDA Activity

Source: Deposits360°®
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Understanding Cost of Cannibalization Saves Basis Points

Source: Deposits360°®

True CD Cost True MMDA Cost
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Liability Sensitive 
Institutions
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Best Ways to Address a Liability Sensitive Profile Today?

Liability Sensitive Posture:

◆ Balance Sheet Growth

◆ Fund Loan Growth with Investment Cash Flow

◆ Term out Funding?  Shorten Assets…Stockpile Cash?  

At What Cost?

◆ Wholesale Funding Extension?

◆ Pay Fixed  Swap / Receive Variable Interest Rate 

◆ Interest Rate Caps, Zero Cost Collars

◆ Mismatched Leverage (Note Inflection Points)

◆ Floating Loans and Term Funding (or Caps)

◆ Term Funding with Options to “Put” Back
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What’s the Ideal CD Rollover Term for My Institution?

Opportunity to Spread This Out 

Where You Want It!
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Can We Save Basis Points by Selling the Value of Term?  
Fix Our IRR at the Same Time?

You Pick the Term CD:

7 Month @ 3.50%
11 Month @ 3.65%
15 Month @ 3.75%

Use FHLB to fund at the 
margin if funding 

needed vs. Paying UP!
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Be Opportunistic and “Ready to Pull the Trigger”!
Curve NO LONGER INVERTED…Revisit Caps
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Strategy: $15MM MBS Purchase With 1 Month Advance and $20MM of 
Pay Fixed Swaps 

Consider using first year’s 

income to buy caps!
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Extend? Cap? Swap?
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Cap Pricing
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Discuss Pros / Cons of a Zero Cost Collar



© 2026 Darling Consulting Group, Inc. 47© 2026 Darling Consulting Group, Inc. 47

Asset Sensitive 
Institutions
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Asset Sensitive Posture:

◆ With Any Slope, Fixing an Asset Sensitive 

Profile is Fun…Drives Earnings! 

◆ Cash Extension Into Fixed Rate Assets

◆ Pre-invest Upcoming Bond Cash Flow

◆ Partially or Fully Mismatched Leverage

◆ Call Protection / Prepay Penalties/ and Floors!

◆ Beware “Premiums”

◆ Front Run Loans Repricing (Offer to Fix Today?)

◆ Receive Fixed / Pay Variable Swaps (Slope Helps)

◆ Interest Rate Floors? Floor Spreads? Sell Caps?

◆ Other Derivatives? 

Best Ways to Address an Asset Sensitive Profile Today?
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Plan for Asset Cash Flow?…Pre-Invest Now (How Far Out)?
Investment Cash Flow

Loan Cash Flow
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Strategy: Loan Rates Continue to Come Down
What Are We Seeing on CRE?
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CRE Loan Breakout by Coupon Band…Prepayment Fees?
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Investment “Strategy”:  What Makes Sense For YOUR Balance Sheet?

Derivatives 
◆ Investment & Loan Cashflow Coming Off Historic Low Yields…    

Capture Higher Yields Now! 

◆ Pre-investment: Hedge Slowing Loan Activity, Falling Rates

◆ IF Rates Fall, Economy Deteriorates, Margins Contract & Credit 

Costs Escalate?

► …Buy Call-Protected Duration Now! 

◆ What are Institutions Buying At Top Of Rate 

CYCLE…Spread?…Or Yield & Protection?... Avoid Herd 

Mentality & Do The Opposite! 

◆ Loss Sales…No Free Lunch
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“Do the Opposite” Often Best Strategy!

◆ Bankers Buy Bonds When Liquidity High, Rates 

Low and Reaching for Earnings in “Recessionary 

Times”

◆ THEN…

     …Rates Reverse, 

     …Unrealized Losses Appear,

     …Along with Monday Morning Quarterbacks,

     …FEAR Materializes Leading to Inaction or Loss Sales

     …And When HIGH Yield Investment Opportunities

         are Once Again Available, No One Buys

     …“Fear, Uncertainty, Doubt” Drives Everyone “Short” 

…And “The Beat Goes On”…Wash, Rinse and Repeat 
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$100MM Cash Extension 
($85MM Discounted MBS & $15MM 3-4 Year Bullets)…Model an Extreme!



© 2026 Darling Consulting Group, Inc. 55© 2026 Darling Consulting Group, Inc. 55

FNMA. 5.54% Yield 30-Year Conventional MBS: Large $1.9BN 
Deal with Over 3,400 Loans and 5-months of Seasoning
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FNMA DUS Bond at Discount for Call Protection
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MBS @$97+ Yield 5.35% 
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$50MM Pre-Investment (1-Month FHLB): Which is Best Outcome? *

(Div. Adj).

*
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Thoughts on Investments

ARGUMENTS AGAINST

1

2

3

1

2

Scars: Unrealized losses

3

Loan Funding

Cash = “High Yielding Asset”

150+bp Leverage Spreads

Hedge: Call Protection (IRR), 

Credit Risk , Loan Slowdown

Pre-Investment Flexibility 

ARGUMENTS FOR
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7-year ARM @ 4.89% Yield 
(Compare to “Net Yield” of Auto Loans)
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How Are We Pricing Our Loans?  Profitable vs. Bonds?
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$75MM Bond Purchase: Hedge Falling Rates & Credit Risk
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$100MM of Jumbo Fixed Rate Resi Loan Growth Funded with Short FHLB Borrowings

Quantifying Capacity for Added Duration…Model an Extreme!
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$200MM 5 Year Zero Cost Collar



© 2026 Darling Consulting Group, Inc. 65© 2026 Darling Consulting Group, Inc. 65

Strategic ALCO: Best Practices for “Effective” ALCO Process

Strategic ALCO Meeting: Where most ALCO processes fall short
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Question and Answer
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Thank you!

DarlingConsulting.com
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Frank Farone

Managing Director

ffarone@darlingconsulting.com 

978-499-8171

https://www.linkedin.com/in/frankfarone/

Today’s Speaker

mailto:ffarone@darlingconsulting.com
https://www.linkedin.com/in/frankfarone/
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