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What We Will Discuss Today

¢ Back to The Future, A Look Back at Previous FHLB Webinars
¢ Understanding Your TRUE Risk Profile
¢ Importance of Accurate and Defensible Model Assumptions

¢ Purpose of ALCO
» Regulatory compliance

» Financial performance

> Both
¢ Information Driving Decision Making
¢ Effective Strategy Development Process

* Q&A
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DG Agenda/Outline

DARLING CONSULTING GROUP

O Current Industry Issues

QO CU Earnings Model
o Basic Business of aCredit Union
o NEV vs. NIl
o Liquidity Measurement and Management

O Risk/Return Trade-offs

QO Regulatory/Accounting vs. Business | ssues

Q Balance Sheet Management Strategies

O Managing Regulatory Expectations

a0 Q&A
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(Remember what we discussed?)  Goals for Today:
Agenda

¢ First, The Good News...Rates are HIGHER, but NEV Looks Worse!

¢ Strategy Development... The First Step

¢ Getting the Numbers Right: Credit Union “Business Model” & “Risk
Management” |ssues

¢ CASE STUDIES...Document of Resolutions; |ssues and Solutions!
¢ Strategies (miscellaneous)

* Q&A
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Analyzing Your Risk Profile

Misinterpreting Your Risk Profile Can Have

Nicactrnil ic Rex |I’rc

L’ | AN \JU\J I N\ WAl

@ 2014 Darling Consulting Group, Inc.




BESIE,

DARLING CONSULTING GROUP

Theory... Cumulative Gap x Rate Chg. = NIl Sensitivity

Total One Dav Jwl3 Feb 13 Mar 13 46 Months 711 Months 13- Months 15.36 Months 3760 Months > 6 months

Name Yolume Rate | Yolune Rate  Yolume  Rate  YVolume  Raie Volume  Rate  YVolume Rate Volune  Rate | Yolune Rate  Volume Raie Volume Rate Volume Rate
Asset
[nvestment 0873 199 81 006 1,367 17 141 m 1130 (.69 1843 13 3840 12 7001 193 i 13 378 160 4808 176
Loan 1113 48 - - i 43 0 L) 216 497 1634 i3 B 50 15 1 H8 i 3876 49 38,060 7T 406 480
Otler Asset L) 133 = = = - = = = - = = = = = = = - = = L4 138
Total Assets 186435 TRE g1 005 1089 418 1139 27 1345 i 18170 18 10,738 45 s 48 416 10 61813 6 07 316
Liahility
Non-Maturity Deposit 126,828 0.3 - - - - - ~- BT 038 - - - - - - - - - - B3 0.18
Time Deposit 109,162 18] - - 130 1.3 §.660 140 397 L0 14,060 104 17203 L4 24790 15 11632 13 13,233 171 6] 146
Borrowing 1977 1y 150 0% T 368 1 366 1 64 EN)E! 188 1 i 1060 139 o 37 1,383 11 - -
Other Liability Lin - - - - - - - - _ - - - - - - . . ~ _ 157
Equity % — - = il il it - = = = = = = = = = - = il M =
Total Liahilities 186,433 09§ 11300 01 T30 L3 §,667 o 18662 046 1751 161 17231 14 16831 U 116% 15 430 L7 114,486 0.15
(Gap (and Rate Spread) - A (1167 (020 3366 85 1376 186 (42317) in 96 il i 1378 m 30,367 113 {131 M M 30
Conmlative Gap (Spread) - A (161 (020) (@l il gl 200 (36.704) i (6109 M0 il 1797 30 358 i3 BT 13 {0y R
RSARSL - - ] - 14 - 138 - 015 - 103 - 13 - 193 - ifl - in - 036
Cunmilative RSARSL - - - - 03 - 10 - 0.5 zZ 062 -~ 079 - 101 - 11 - 143 - 100
Gap/Tofal Assets 2 - 11 0.14 - (0.16)
Cum Gﬂp-‘Tﬂl&lMSﬂE N%atl Ve Gap - $23.6 ml I I I On 026 _ {0.00}

.. NIl sensitivity ~ $236,000 Reduction per +100bps rate shift ?
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Gap Report as a Risk Management Tool
D-C-G -

DARLING CONSULTING GROUP

Inst. Inst.
A B
1 Month Cumulative Gap 159,872 (432,237)

1 Year Cumulative Gap (33,454) (328,774\

More significant

Short-term asset liability sensitivity in
sensitivity with the near term
longer-term liability
sensitivity

How does NIl sensitivity differ?

@ 2014 Darling Consulting Group, Inc. Page 7 ‘




No Difference in NIl Sengitivity — Same Institution!
D-C-G d

DARLING CONSULTING GROUP

Net Interestincome ($000)

8,025 Year 1 Year 2 Year 3 Year 4 Year 3

7,275

6,525

5775

5,025

4,275

QlIQ2lQ3IQ4 QlIQ2lQ3IQ4 QlIQ2lQ3IQ4 QlIQ2lQ3IQ4 QlIQ2lQ3IQ4

—Base —£-Down 100BP —+—Up 200BP
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NEV Anayses— Pop Quiz
DCG Y pQ

DARLING CONSULTING GROUP

Which institution is positioned best for rising rates?

EVE Rafio (EVEEVA) EVE Rafio (EVEEVA)
120 - . 1L 200
15.0%
100% 1200% -
100 14
5 I
- 120
£ I 10
60% —
% -
D% & 1% 1
LI 4
by 20%
2% -
0 I - oo+ A oo -
i o PR N N A K- S - S - S
& & o F F FF FEF LS
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BESIE,

DARLING CONSULTING GROUP

BASE SIMULATION
Net Interestincome ($000)
16,400 3
Year 1 Year 2 Year 3 Year 4 Year 5

14,625

12,850

11,075

9,300

7525
QL Q2 Q3 Q4 QI Q2 Q3 Q4 QI Q2 Q3 Q4 Q1 Q2 QB Q4 Q1 Q2 Q3 4

—mBase —£2-Down 100BP —+-Up 200BP

All the Same Institution!

@ 2014 Darling Consulting Group, Inc.

Same Institution — NI Simulation

BASE SIMULATION -ALTERNATIVE SCENARIOS

Net Interest Income ($000)

16,400

Year 1 Year 2 Year 3 Year 4 Year 5

14,625

12,850

11,075

9,300 1

7,525

O @ @ @ Q @ @ ¥ Q Q@ @ Q4 Q Q@ @B U QU Q@ @ o
c=Base  —&-Downl00BP  -s-Up200BP  -a-Up400BP24M —5-Flat Up 500BP

Different NMD Assumptions!

Page 10 ‘



Net Economic Value Calculation
D-C-G

DARLING CONSULTING GROUP

¢ Myths
> NEV isan adequate indicator of short-term earnings sensitivity
> NEV isan adequate predictor of capital at risk
> NEV offers predictive power for net worth as rates rise/fall

¢ Facts
» NEV =Theoretical liguidation value
> NEV Ratio = “Economic” Tier 1 Leverage Ratio
> NEV =iscan be an indicator of long-term structural mismatches within

ACTS

@ 2014 Darling Consulting Group, Inc. Page 11 ‘




Analyzing Your Risk Profile

BESIE,

DARLING CONSULTING GROUP

NIl simulations provide the most complete analysis of your

Interest rate risk profile, but rely heavily on:

,400

> Quality of datainputs

> Utility of scenariosreviewed

> Assumptions

> Backtesting of model

> Stresstesting of key assumptions T e e

> How results are presented to decision makers

= Simulation horizon

@ 2014 Darling Consulting Group, Inc.




Net Interest Income Simulation — 1Year
D-C-G

DARLING CONSULTING GROUP

One Year NIl Simulations Are I nsufficient

We lnkEre: | nome O OO0O)

s Year 1
Quick Conclusions
1. Worst Case Rising Rates

| 2. Margin Pressure

- ] . '
.ﬁf Sustained Beyond Year 1
Beyond Year 1
YT @ ws we

@ 2014 Darling Consulting Group, Inc. Page 13 ‘



Net Interest Income Simulation —5 Year
D-C-G

DARLING CONSULTING GROUP

e linkEms | Iome GfF O00)

o,ms

Year 2 Yeard Year 4 Year 3

Y i

L,525

5 N5

5,ms

d, 115

oooge i ogd ol e oEdogd gl oo s g Qe iod ologn i oo

——Eaze —i3-Domm 100E P —+=TTp 200EF
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What if Your Tools Disagree? (understand why!

DARLING CONSULTING GROUP

Earnings at Risk Value at Risk
EVE Ratio (EVE/EVA)

Met Interest Income (000}

14.0%
8450 Yeart Year2— | Year3 | Yeard | Year 5§ |
12.0%
as
7925 Cad /Z
10.0%
4
7,000 8.0%
6.0%
6275 —
4.0%
5,350 4 HESHEGH R H’ﬂﬁ
2.0%
4,825 - e et i) e i s e e B bt e el PR B o
Ql Q2 Q3 Q4 Q1 Q2 03 Q4 Q Q2 B3 Q4 Q @2 B Q4 Q Q Q3 4 0.0%
3 Base —£-Town 100BP —+=TIp 200BP

Which oneisright?
Why the difference?

@ 2014 Darling Consulting Group, Inc.




Assumptions

| nstitution Specific, Difficult to Quantify and a Huge

| mnact nn Reailte How Dn \We DN |17
CAWVIL V1T 1T \GVWARAATL L I INJVYV LI\J V VN LU 1 L.

IIIIP
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Assumptions Devel opment/M anagement

¢ “ Close Enough for Government Work” Not
Good Enough

¢ Evaluated and Updated Regularly

¢ Should Involve Active Participation by
Appropriate Business Lines

¢ Documentation, Validation and Str ess-
Testing Important

@ 2014 Darling Consulting Group, Inc.




Critical Model Assumptions

1. Deposit Sengitivity/Lives

2. Replacement/New Volume

3. Prepayment

They Should Be Stress Tested Regularly

@ 2014 Darling Consulting Group, Inc. Page 18 ‘



Prepayment Assumptions

*

10 100
] a0
) &0
ol
n g2
=3 =
= 0
20
a

B CPE — CMT 10 Year — CMT 5 Year

Prepayment aAllocation

150
. Beg.Bal | QPP | Cumemnt Trailing CPR
(] ($["][I.S} ﬂﬁnnn.s} — LT
- 15YR 61,673 $1.974 | 1240 1107 1371
— 20YR F1,731 F293 5272 3T 75 96T
Tk 06302014
30YR 122,360 $4,169 1297 10 36 1479
e Total $185,764 $6,436  13.25 10.89 14.68
= 15YR FE3 744 F1 453 g.a0 10.41 2007
Sp 20YR $1,833 F3E 17 .40 9.24 2470
03312014
30YR $123,593 | $2,319 724 11.20 1718
Total $189,174 $3,857 7.90 10.92 18.42
D l 15¥YR $55 921  §2,266 | 1475 26 .51 2841
ar 2 S e I TRy m T T T T T 09/30/2013 20¥YR F1 373 F225 51 96 3022 5121
& & b L & o b L & & b L = iy & L = 30YR F119,254  $6,081 18 86 20 .95 24 53
=1 T L o =1 fn) L o = fn) ] o = fn) T o =
- 1 o = - WO = - w o = - m =] = — Total $180,247 8,576 17.86 2286 25.82
| BB 15vR BB 20VR 30VR |
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Prepayment A ssumptions
D’C.G ep y p

DARLING CONSULTING GROUP

Residential Fixed CPR by Coupon Band {L3M)

BOM 80
B0M £0
g
§ dom " 5
X
=]
20M : 20
l . . . .
—
o I
<3.00 J00%-3.49%  3S04-399%  4.00%-4.49%  450%-4.9%%  S.00%-5.49%  550%5.99%  600%-6.49%  6.50%-6.99% »7.00%
| M Ealance — CPR |
300%-3.49% | 3.50%-3.99% | 400%-349% | 450%-4.9%% | 500%5.49% | 550%5.99% | 6.00%6.49% | 650%S. 99"
$000 CPR $000 CPR %000 CPR $000 CPR %000 CPR 5000 CPR 3000 CPR %000 CPR 5000 $nnn
20 | J5ET3 1283 B0Q03E 829 RS 120 §ISE - G444 387 - - Mg oT0m - - - S 11 4.52
124480 §145 - B14862 1152 B4364 273 $4230 3195 §TM12 B29 §1158 5381 | 510 403 §4D - §542 2084 5292 50T
ta0nng V12N B1E08 05 $1839 061 ISR 084 $705 031 9§52 4733 S6BE W24 §ME 05 7 307 §12 1102 144 2679
300 - - W07 oM §es - §143 045 380 - $62 c c c - - - - B B3s3

=300 §o463 0 024 FEMV 0 244 §9312 0 3610 $4927 20079 §49EFI 0 VA2 BI2E16 0 1583 15480 611 $E036 1648 $EGE 7SS 16D -
Total  $16,095  5.48 $32960 $.25 W70 23.65 $20199 2256 458491 846 $14522 2M.07 $6,336 605 $6,103 1633  $1,220 4423  $1,658 5106
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New Volume Assumptions. Loans

* *

DARLING O ULTING GROUP

Loan Originations

(6/30/2013  +]-[6/30/2014 ¢]

40 g
S0m &
1]
- _//c—’/’\a =
= Z0M 4 B
:E m
10m I I I 2
. L & D - L
2 = = a 2 =
6/30/2013-6/30/2014 Total Portfolio
Other T Other 5]
P ¥ Ju]
— CRE
Res
CREE Ees. HE
Classification ____ Countl ____Baancel ___ Rate] Classifi cation ____ Countl _____ Baance ____ Rae|
Auto ar3 F15,851 4 60% Auto 2,900 F35,826 4.455%
CEl 23 §820 3.24% ZEl BT 1,681 371%
CRE el 56,564 4 60% CRE 2] F186TS 4.58%
GEA Guar. 2 F148 5.55% GEA Guar. 4 F1,325 4.71%
HE 104 F3,479 4.44% HE 458 F19,002 4 64%
Fat=#=11 Aad T a0 b e Nat=e=1l1 b= E e I I
I_Res. 158 31 ,248 3.5[!_% Fes. 220 F109,5673 3.79%
Total Originations 1,735 50,702 4.21% Total Portfolio 5,190 $186,654 4.21%
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New Volume Assumption: Loans

DARLING COMNSLUIL]

Res. Loan Originations

25M 5
o ///.\1 ‘
15M I 3
u
E =
2 &
5 w
-
10m 2
S 1
0 0

Jun-13
Sep-13
Dec-13
har-14
Jun-14

Fied T 7114 3.92%
Adjustahle a4 F24. 429 3.50%
158 $31,548 3.60%

Adjustable

@ 2014 Darling Consulting Group, Inc. Page 22 ‘



New Volume Assumption: Investments

Investment Purchases
[6/30/2013  +]-[6/30/2014 |

12.5M 2.25

10 2
o 7.5M —— 1.75
5 g
=
= S | =

2.5M | | .25

o = = = = = ‘
5 = & £ 5
6/30/2013-6/30/2014 Total Portfolio
Agency

A Bgency

~ CMBS-MES

Classification Count| Book \.-‘aluel Price (Book ! MKkt) Rate (¥Id ' Cpn) Classifnication | Count| Book value Price (Book ! Mikt) Rate (¥id / Cpn)

Agency g Fa,43 100028% 5 100.21% 1.04% 5 1.13% Agency G F6,212 10019% £ 100.11% 1.07% M 1.14%
MBS 30 $20,380 101.61% 5 102.70% 2.26% ) 2.73% CMBS-MBS 2 $32.017 101.49% F97 . 69% 218% 1 2.36%
Portfolio 33 $38,811 101.32% / 102.16% W MBS 48 F37, 8988 102.48% 7 102.08% 1.96% f 2 65%
Total Portfolio 56 #7217 10211% 7 101.54% 1.86% f 2.4F%
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BESLE

DARLING CONSULTING GROUF

Deeper Dive into Deposits

NMD Concentration
Balance: Largest 25

800M
600M
g
5 400M
&
200M
oM
0-25K 25K-100K 100K-250K 250K-1M
0 Balance: Largest 25
( Recalculate ]
Portfolio Balance: Largest 25 Concentration %
Balance | Accounts Balance Accounts Balance Accounts
DDA $1,033,560 56,832 $76,479 11 7.40% 0.02%
» vl MMDA $766,109 5275 5174815 13 22.82% 0.25%
» b4 NOW $281,999 G,634 55,733 1 2.03% 0.02%
Savings $320,819 25429 — =
Total Non-Maturity $2,402,487 03170 S 5257027 25 10.70% 0.03% __>

@ 2014 Darling Consulting Group, Inc.
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Deposit Assumptions
D-C-G P P

DARLING CONSULTING GROUP

Non-Maturity Deposits Compounded
(Financial Institutions Annualized Growth %
<$10 Billion)
12/31/2008 - 12/31/2012 8.9%
12/31/2004 - 12/31/2008 .8%
Most | mpactful Assumptions!!!!!

@ 2014 Darling Consulting Group, Inc. Page 25 ‘



Deposit Assumptions

¢ Potential for Reductionsin NMD Balances
> Disintermediation (leave “banking”’ system)
» Migrate/Shift Back to CDs
> Public Funds
» Sensitized Customers (“ Smarter”/More Aware/Less Loyal ?)

¢ Greater Than “Normal” Growth Can be “ CORE”
> Local Market Bank Failures/Troubled Institutions
» In-Market Mergers (Large and/or Out-of-Market Banks)
» Some Simply DO BETTER JOB @ Increasing Market Share
» Rewards Checking?

@ 2014 Darling Consulting Group, Inc. Page 26 ‘



DARLING CONSULTING GROUP

NMD Study Results:
T gaseline Scenario | Stress Scenario

Account Type Balance Rate 12 Mo. 36 Mo. 12 Mo 36 Mo.
DDA 165,663,919 0.00% 7.00 5.89 603 287
MM DA 275,005,406 0.14% 4.07 3.80 2.34 219
MMDA - Business 16,309,677 0.11% 4.07 2.74 321 132
MMDA - Premium 230,173,046 0.27% 6.81 581 619 2.70
NOW 92,405,897 0.02% 8.16 6.71 147 2.23
NOW - Rewards 40,712,787 0.00% 3.61 2.45 312 0.53
Savings 241,035,848 0.05% 5.04 3.86 418 193
Savings - IRA 40,048,990 0.25% 7.20 6.93 703 4.41
Total 1,101,355,569 0.12% 57 4.8 4.7 2.4
Model | mplementation:
**kEkxx* Average Life Assumptions *******
DCG 12 Mo. [ DCG 36 Mo. | DCG 12 & 36 | Current
Product Balance Rate Average Average Mo. Average | Average | Change
DDA (Non-Int. Checking) S 165,663,919 | 0.00% 7.00 5.89 6.45 5.04 1.40
MMDA (Regular Money Market) S 275,005,406 | 0.14% 4.07 3.80 3.94 3.16 0.78
MMDA - Business S 16,309,677 | 0.11% 4.07 2.74 3.41 3.16 0.25
MMDA - Premium S 230,173,046 | 0.27% 6.81 5.81 6.31 3.16 3.15
NOW (Interest Checking) S 92,405,897 | 0.02% 8.16 6.71 7.44 4.75 2.68
NOW - Rewards (Bus. Checking) S 40,712,787 | 0.00% 3.61 2.45 3.03 5.04 (2.01)
Savings S 241,035,848 | 0.05% 5.04 3.86 4.45 3.40 1.05
Savings - IRA S 40,048,990 | 0.25% 7.20 6.93 7.07 3.40 3.66
Totals $ 1,101,355,570 | 0.11% 5.74 4.84 5.29 3.71 1.58
@ 2014 Darling Consulting Group, Inc.

Key Findings —Average Lives CU#1
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DARLING

MMDA - Personal

Validating Deposit Assumptions

M M DA - Personal Opened and Closed
300 6 |]35,000 800
- 600
2 — ——)
» 200 4 oo i)\-ﬁ \naliind L‘[\'ﬂ h‘\ r
2 20,000 A 500
E150 3 J ‘:1 L 400
= 15,000 - L 200
100 2
10,000 L 200
50 1 5,000 100
0 0 0 0
8583838333333 8838338855655888333382ggdda09 8338888333888 333555888838383d94d734943
853853853853 85385338533853385338323853328 8228533832853 383238533832385322858238%522858223
B Balance — Rate e LIBOR Count Opened = Closed
Per Acct BalancesVsSpreadto LIBOR, MM DA - Personal Market Values, MM DA - Personal
12 8
300,000
6
250,000 -
4
" 200,000
2 2 B
] 5
é 0 §150,ooo
5 £ 100,000
4 50,000 -
-6 0
o o oo oo
828888833388383388865688888883854d039490 -400 -300 -200 -100 0 100 200 300 400
§ o ¥ 8 5 ¥8 5 ¥E 5 ¥E s ¥E 5 ¥E s ¥E 5 Y¥E s Y¥YE s Y¥E s P
0O < g 09 g0 g0 g0 go0ocgocCcgo0ocLcgo0ocLcgocTcgo0oc<aTo
W Per Acct Balance — Rate LIBOR seeees Spread

E Market Value

Beta Estimates

Full Rising Cycle 437bp Increase from March 2004 - June 2006
R-Sq Beta Sign R-Sq Rank FuncRes
98% 1 High Yes

Reason
High R-Squared

Falling

ull Falling Cycle 537bp Decrease from August 2007 - December 2009
R-Sq Beta Sign R-Sq Rank ' FuncRes
90% 1 High

Reason

Yes High R-Squared

Veaatility
Non-Core % Core % Non-Core S
Baseline 12 Mo. 1.4% 98.6% 3,668,221
Baseline 36 Mo. 2.0% 98.0% 5,261,411
Stress 12 Mo. 4.5% 95.5% 11,763,139
Stress 36 Mo. 6.1% 93.9% 15,815,559

@ 2014 Darling Consulting Group,

Account Information

Baseline 12 Mo. Scenario Valuation

Type Balance Rate  Func. Cost Scenario Value Premium Prem%
MMDA - Personal 260,565,421 0.13% 0.86% -400 269,511,795 -8,946,374 -3.4%
-300 269,511,795 -8,946,374 -3.4%
-200 265,317,231 -4,751,810 -1.8%
Baseline Stress -100 256,437,797 4,127,624 1.6%
12Mo 14.1% 12Mo 14.4% 0 246,171,150 14,394,271 5.5%
36Mo 13.4% 36Mo 15.1% 100 240,062,281 20,503,140 7.9%
200 234,440,502 26,124,919 10.0%
300 229,259,554 31,305,867 12.0%
400 224,477,968 36,087,453 13.8%
Core S
256,897,200 Average Lives
255,304,010 Ba Stress
248,802,283 12Mo 12Mo 5.4
244,749,862 36Mo 36Mo 4.2




BRI CU #2:Core Deposit Study Results 7.8 Years...

DARLING CONSULTING GROUP

| BaselneStenario | SresSeenar

Account Type Balance Rate 2Mo.  36Mo.  12Mo. 36 Mo.
IMMA 343,878,054 0.45% 8.67 8.62 8.44 8.2
Share Drafts 231272049 0.11% 6.07 6.59 5.26 5.26
Share Drafts - Business 23,968,819 0.20% 6.12 5.30 5.85 3.89
Shares 581,851,207  0.30% 1.96 1.88 1.19 1.05
Shares - Business 13,383,652 0.30% 6.20 6.21 5.40 493
Shares - IRA 23,638,320 0.30% 1.8 8.01 1.62 1.62
Total 1,223,992,102  0.30% 1.1 18 14 1.0

@ 2014 Darling Consulting Group, Inc. Page 29 ‘



BESLE

DARLING CONSULTING GROUF

Deeper Dive into Deposits

NMD Concentration
Balance: Largest 25

800M
600M
g
5 400M
&
200M
oM
0-25K 25K-100K 100K-250K 250K-1M
0 Balance: Largest 25
( Recalculate ]
Portfolio Balance: Largest 25 Concentration %
Balance | Accounts Balance Accounts Balance Accounts
DDA $1,033,560 56,832 $76,479 11 7.40% 0.02%
» vl MMDA $766,109 5275 5174815 13 22.82% 0.25%
» b4 NOW $281,999 G,634 55,733 1 2.03% 0.02%
Savings $320,819 25429 — =
Total Non-Maturity $2,402,487 03170 S 5257027 25 10.70% 0.03% __>

@ 2014 Darling Consulting Group, Inc.
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Purpose of ALCO

ALCO Should bea PROFIT CENTER, Not

onit il atn rv C Cherclk RNy

a 1 \\JﬂUIML ] N1 1INV IS JI/N\
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Which ALCO areYou?

BESIE,

DARLING CONSULTING GROUP

Financial Regulatory
Performance Compliance
MAXIMUM RISK MANAGED RISK MINIMAL RISK
CAPITAL Low ¢y Managed ———p High
GROWTH High <t Managed ey  Low
CREDIT RISK High  <t———) Managed —Ge—— — Low
LIQUIDITY Low ey Managed — ey High
INT.RATERISK = High b Managed temp  Low
MAXTMIZE INCOME ?? OPTIMIZE INCOME MINIMIZE INCOME
GOING CONCERN 77 GOING CONCERN LIQUIDATION

@ 2014 Darling Consulting Group, Inc. Page 32 ‘



|nformation Drives Decision Making

Providing Too Much or Too Little Information to

ALCO Can Stall Effective Decision Making

ITAJIT 1VICAINI Iv
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1)
2)
3)
4)
o)

6)

6 Key Questions All ALCOs Should Be Able to Answer

Do we have adeguate capital ?

How much liquidity do we have?

How much liquidity do we need?

How much are we (or should we be) willing to pay for liquidity?
What Is our exposure to changes in interest rates?

What action isrequired to align our performance goals with our
risk posture?
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Do We Have Adequate Capital?

ALCO Objective = Stability & Growth in Capital

¢ How Much Growth Can Be Supported?...

¢ How Much Loss Can Be Absorbed?...

...Without Violating Capital Standards
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How Much Liquidity Do We Have?

Liquidity Defined

“theability to raise casn guickly
with minimal:principal.loss anc
al a reasonabl e cost.”
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Traditional M easures

Definition?
» Loan/Deposit

> Short-term Investments/ A ssets

» Non-Core Funding Dependency
- “Volatile Liabilities’

» Cash Flow (liquidity gap)
&< 12 Months
& <60 Months
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Detailed Liquidity Analysis:

D . C . G The Basic SurplusApproach

DARLING CONSULTING GROUP

I. LIQUID ASSETS

Overnight Funds Sold & Short-Term Investments (avg. balance, if wide daily fluctuations) 0 4— Sh ort T erm
MBS / CMOs
Security Collateral UST & Agency (-5% Haircut) Ca S h I nvestments
Total Market Value of Securities 500 88,139 —~
Less Securities Pledged to:
FHLB 0 -6,938
Wholesale Repos 0 0
Retail Repos/Sweeps 0 0 >_
Municipal Deposits 0 -2,536 Investment CO”ateraI
Other 0 0
Available / Unencumbered Security Collateral 500 74,732 75,232 | y,
Over Collateralized Securities Pledging Position 0] T
Guvt. & Agency Guaranteed Loans (SLMA / SBA unpledged) 0 Other Readi |y Available
Cash flow (< 30 Days) from Securities not listed above 0 >- CaSh Resources
Other Liquid Assets (Int. Bearing Deposits, MM Mutual Funds, etc.) 1,045
TOTAL LIQUID ASSETS 76,277
Il. SHORT TERM / POTENTIALLY VOLATILE LIABILITIES & COVERAGES
Maturing Unsecured Liabilities (< 30 Days) 0 4_
Fed Funds Purchased
Deposit Coverages
25% of Regular CDs maturing < 30 Days 2,104
30% of Jumbo CDs maturing < 30 Days 7.1% 3,673 4 . .
10% of Other Deposits of Total Deposits 19,173 DepOSIt Conti ngenCY/Rese rve
Pct, Of
Additional Liquidity Reserve(s) 0 Assets
TOTAL SHORT TERM / POTENTIALLY VOLATILE LIABILITIES & COVERAGES 24,850
BASIC SURPLUS 10.1%
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Detailed Liquidity Analysis:

D . C. G The Basic SurplusApproach

DARLING CONSULTING GROUP

BASIC SURPLUS 51,426 10.1%

[1l. QUALIFYING FHLB LOAN COLLATERAL

A. Maximum Borrowing Line at FHLB is Not Available

B. Qualifying Loan Collateral at the FHLB (net of haircut) 127,017
«——— | FHLB - Loan Collateral

C. Excess Loan Collateral (if A < B)

Maximum Borrowing Capacity (Lesser of A or B) 127,017
Collateral Currently Encumbered by Outstanding Advances 133,955
REMAINING FHLB LOAN BASED BORROWING CAPACITY 0
BASIC SURPLUS W/ FHL 10.1%
IV. BROKERED DEPOSIT ACCESS Brokered CD Capacity
—
0
Maximum Board Authorized Brokered CD Capacity (per policy) 34,934 45 %0 Of ASSGtS
Current Brokered CD Balances 11,438
REMAINING CAPACITY TO UTILIZE BROKERED CDs 23,496
Secondary Collateral?
BASIC SURPLUS W/ FHLB & BROKERED CDs 74,922 14.7% 2
— Saleable Assets?
OTHER LIQUIDITY ITEMS /

Pledged Available

Corporate Securities (@] 23,264

Municipal Securities (o] (0]

Equity Securities (@] 4,611

Other (o] (0]

Back-Up at Federal Reserve?
Borrowing /
Li ding ilabl
= |n§ Outstan |nU Availa Ce)/
<_|Fed BIC Lines o o o
[Otrrer 6,292 (o) 67292
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* *

DARLING CONSULTING

I. LIQUID ASSETS

Overnight Funds Sold & Short-Term Investments (avg. balance, if wide daily fluctuations) (o]
UST & Agency MBS /CMOs
Security Collateral Agency Backed Private Label
Collateral Value 100% 95% 90%
Total Market Value of Securities (0] 186,811 (0]
Less Securities Pledged to:
FHLB [0} -51,421 [0}
Fed Discount/Other Secured o o
Wholesale Repos o] (o] (o]
Retail Repos/Sweeps [0} [0} [0}
Municipal Deposits o o o
Other (] (] (]
Available / Unencumbered Security Collateral o] 128,621 o]
128,621
Over Collateralized Securities Pledging Position 35,969
Government Guaranteed Loans [0}
Cash flow (< 30 Days) from Securities not listed above o
Other Liquid Assets (Int. Bearing Deposits, MM Mutual Funds, etc.) o]
TOTAL LIQUID ASSETS 164,589
Il. SH T TERM / POTENTIALL LE LIABILITIES & COVERAGES
Maturing Unsecured Liabilities (< 30 Days) o
Deposit Coverages
25% of Regular CDs Maturing < 30 Days 1,895
30% of Jumbo CDs Maturing < 30 Days 6.4% 492
10% of Other Deposits of Total Deposits 26,935
TOTAL SHORT TERM / POTENTIALLY VOLATILE LIABILITIES & COVERAGES 29,322

BASIC SURPLUS

1ll. QUALIFYING FHLB LOAN COLLATERAL

A. Maximum Borrowing Line at FHLB (Up to 50% of Assets) 319,678
B. Qualifying Loan Collateral at the FHLB (net of haircut) 103,634
C. Excess Loan Collateral (if A < B)
Maximum Borrowing Capacity (Lesser of A or B) 103,634
Collateral Currently Encumbered by Outstanding Advances/Letters of Credit 103,634
REMAINING FHLB LOAN BASED BORROWING CAPACITY [¢]

BASIC SURPLUS W/ FHLB

IV. BROKERED DEPOSIT ACCESS

Maximum Board Authorized Brokered Deposit Capacity (15% of Total Assets) 95,904
Current Brokered Deposit Balances (o]
REMAINING CAPACITY TO UTILIZE BROKERED DEPOSITS 95,904

BASIC SURPLUS W/ FHLB & BROKERED DEPOSITS

i@ 2014 Darling Consulting Group, Inc.

TOTAL ASSETS =

Pct. Of

Assets

25.7%

135,267 21.2%
135,267 21.2%
231,171 36.2%

639,357

Liquidity Measurement — Basic Surplus Approach
Local CU @ 06/30/2014

OTHER LIQUIDITY ITEMS

Mkt Value Pledged Available

Corporate Securities [0} [0} [0}
Municipal Securities (o] o o]
Equity Securities [0} [0} 0
Other o] o] o]
UNSECURED BORROWING LINES

Line Outstanding Available
Fed Funds Lines o] o] o]
SECURED BORROWING LINES

Line Outstanding Available
Fed BIC Lines 77,030 (o] 77,030
Fed Discount/Other (o] (o] (o]
Total 77,030 [o] 77,030

BASIC SURPLUS - EXCL. FED BIC & OTHER SECURED LINES

%of Assets

Policy Limits (Min.)

Well < Well
Capitalized Capitalized

No Change to Basic Surplus N/A N/A
No Change to Basic Surplus N/A N/A
No Change to Basic Surplus N/A N/A
AVAILABLE BORROWING CAPACITY (PER POLICY)

Max Borrowing Capacity (per policy) 152,637
Current Outstanding Borrowings (Exc. Sweeps/Ret. Repos) 116,250
Available Policy Authorized Borrowing Capacity 36,387

OTHER NOTES

1. Maximum borrowing capacity, per policy, is 300% of Net W

2. Federal Reserve BIC line is secured by auto loans.

orth.




Management’s Perspective on Liquidity and the Role of

Wholesale Funding WILL IMPACT its:

» Deposit Pricing

» | oan Strategy

» |nvestment Strategy

» Growth Strategy

»and, Therefore, ITS EARNINGS!

@ 2014 Darling Consulting Group, Inc. Page 41 ‘



How Much Liquidity Do We Need?

BESIE,

DARLING CONSULTING GROUP

Funds Required Forecast — 90 Day Horizon:

Basic Surplus w/FHLB $51,426
Less: Net New Loans 4,000
Plus. Deposit Growth 1,500
Plus: Non-Liquid Security Maturities 1,200

Equals: Expected Liquidity Position ~ $49,946

Note: $ 19,437 Expected Security Cashflows < 90 days
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How Much Do We Want to Pay for Liquidity?
BECHE

DARLING CONSULTING GROUP

NEW FUNDS COST ANALYSIS

Rate to be Paid on New Deposits: 1.50%
Current Balance in Accounts w/ Conversion Risk ($ millions) $1,102,597

: . B AllNMD Accounts
Weighted Avg. Rate Paid on Funds Converted 0.12%

MARKET RATE for 5Yr Funding 1.23%

MARGINAL COST
TOTAL BALANCE IN NEW ACCOUNT NEW BALANCES
| Converted | New | Ratio |
0% 100% 1.50%
10% 90% Q0.1 1.65%
,\20(’/1 80% 40:1 1.85%
30% 7096 23—% 2.09%
40% 60% 15:1 2.42%
50% 50% 10:1 2.88%
60% 40% 07:1 3.57%
70% 30% 04:1 4.72%
80% 20% 03:1 7.02%
90% 10% 01:1 13.92%
95% 5% 01:1 27.72%

Note: The marginal cost of new money should be compared to the incremental cost of alternative funding
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How Much Exposure Do We Have to Changing Interest Rates?

¢ Sourcesof IRR

» Mismatch Risk — Differences in timing of
maturities/repricings

> Option Risk — Options embedded in products/
Investments/funding that create variability in cash flows

> Yield Curve Risk — Changing slope of the yield curve (i.e.
short vs. long rates)

» Basis Risk — Imperfect correlation between instruments with
similar repricing characteristics
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Yield Curve Risk

Asset
Yields

June ’04
FF = 1%

June’11
FF = 0.25%

LIS Trexaary BEordds & Malbes BEY Curve 05
US Tresmmy BEomds & Holes BEY Curve 65
LIS Treamey Bonds & Hobes BEY Cunee DS
1S Tresmy Bonds & Mabe=s BHEY Curve G
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Annual Changesin FOMC Target Funds Rates

Avg. Annual Change in Fed Funds (1970-2010) = +/-180bp

10

8

|5

. H

| L

T ] ABW AN ANNF. AN
M A AR AR W |
N R v 7 W
d0
-1OON¢QOOOZN¢©°OON¢©OOON¢©0°O
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*

*

DARLING CONSULTING GROUP

BASE SIMULATION AS OF 3/31/2014

Net Interestincome ($000)

10,400
Year 1 Year 2 Year 3 Year 4 Year 5
9,350
—a—a
+/+ *
8,300 a=2=aT
g
_a &
g_ﬂ—ﬂ .ﬂ: - '_,—‘/* o o e T
7,250 - P o HeH U L e e e e o) e e
4l e
* - L &
6,200 Ho H H HoH Ho
5,150 T
QL Q@ Q@ Q4 QI Q2 Q3 Q4 QI Q Q Q4 Q Q2 Q3 4 QI Q@ @B
oBase —£- Down 100BP —a-Up 200BP
/ NIl SUMMARY \
Down 100BP Base Up 200BP
Year-1 NIl 30,161 30,138 28,403
Year-2 NIl 28,409 29,570 28,773
Year-3 NIl 27,000 29,385 31,032
Year-4 NIl 26,269 29,539 33,096
25,970 29,860 34,653

Qear—s NIl
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BASE SIMULATION -ALTERNATIVE SCENARIOS

Net Interest Income ($000)

Interest Rate Risk — Ramps

10,400
Year 1 Year 2 Year 3 Year 4 Year 5
—4
9,350 /A/A
- ,A
A a—4—2
SN
a—aT
8,300 A/ a~— »
Iq
Ak
[ Ja*a o
7,250 NAH H sl “:-’. -:A_-_- ] H H H
Y HESH S N
n\ A A"'A‘--A—"A ‘ﬂ';ﬂ— "'ﬂ- o
& 13 el s s 3
6,200 A oH TR ol Lo e L e L e
5,150 | | |
QL @2 Q3 Q4 QI Q@2 Q3 Q4 Q Q2 Q3 Q4 Q Q2 Q3 Q@ Q Q Q3
mBase —£Down 100BP —+—Up 200BP —a~Up 400BP 24M —&— Flat Up 500BP
/ NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP
Year-1 NIl 30,161 30,138 28,403 28,409 27,664
Year-2 NII 28,409 29,570 28,773 26,966 24,700
Year-3 NII 27,000 29,385 31,032 29,815 26,649
Year-4 NIl 26,269 29,539 33,096 34,194 30,604
25,970 29,860 34,653 37,322 33,056

Kvear-s NIl

~
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BESIE,

DARLING CONSULTING GROUP

Net Interest Income ($000)

|nterest Rate Risk — Shocks

11,075
Year 1 Year 2 Year 3 Year 4 Year S
9,700 /n/’
/n/g;./»z:—
/n/ﬂ/_n/ /-/-'—I—.
8,325 ﬁ e o— o 0
o+ o
H - - — = (- - - - - - (- - - - I H
" T e R e
i T R ]
. Lo T //“/ R e, My
L B
E/ /u/‘/
5575 H n/»é H - H H H H = H | H H - H H H
4,200
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
—Base —£3- Shock Down 100BP —— Shock Up 100BP —=#— Shock Up 200BP —&—Shock Up 300BP - Shock Up 400BP
/ NIl SUMMARY \
Shock Down 100BP Base Shock Up 100BP Shock Up 200BP Shock Up 300BP Shock Up 400BP
Year-1 NI 29,883 30,138 28,792 27,249 25,536 23,806
Year-2 NI 27,769 29,570 29,901 29,763 29,403 29,010
Year-3 NIl 26,549 29,385 30,838 31715 32,461 33,165
Year-4 NIl 25,942 29,539 31872 33,634 35,193 36,708
Year-5 NIl 25,750 29,860 32,723 35,059 37,137 39,179

o
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Yield Curve Twist
D-C-G

DARLING CONSULTING GROUP

Yield Curve Twist

4.50
_ - ik
4.00 — . ZEa
e e gl = - =g = = = . —y ¢ = = = e - =

o= m

3.50 \ P > -
3. Curve Flattens in Months 19-36 as Ry
3.00 Fed Tightens: Short end up 3.75% T
-
!
2.50 S /
-~
/I"
2.00 2. Curve Steepens 7
f
Over Next 18 Months ghd
1.50
as 2015 Fed Target for o d / \
1.00 Tightening Nears: <
Long end up 1% 1. Current Rates
0.50
0.00 . ==
3mo emo lyr 2yr 3yr Syr 10yr
Mar 2014 CMT Rates —B= Sep 2015 (18 Months) — & =Mar 2017 (36 Mont hs)
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Yield Curve Twist

Net Interest Income ($000)

10,400

Year 1 Year 2 Year 3 Year 4 Year S5

__a—~A
9,350 < —
Great earnings Less actual rising rafe /A
enyironment as curve risk due to timing off3- P
A
Lh— Y L3 4]
steepens 5 year loan resets

/A/
5300 AN A@/El,éﬁ:@ﬁ 7&
o

B —
e | L | H L - ;A(A ]
\g:\ P e

yAlA
J\ 1

\H\\ TAN da— 1 A g B R, B /n/
\n\ J /n/
6,200 - H H H H :\n\: H H H H H
B8+ oo i 1 16
5,150
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
—Base —#~Up 200BP —4—Up 400BP 24M —&—Flat Up 500BP —7—Yield Curve Twist
/ NIl SUMMARY \
Base Up 200BP Up 400BP 24M Flat Up 500BP Yield Curve Twist
Year-1 NIl 30,138 28,403 28,409 27,664 30,448
Year-2 NIl 29,570 28,773 26,966 24,700 30,612
Year-3 NIl 29,385 31,032 29,815 26,649 28,069
Year-4 NIl 29,539 33,096 34,194 30,604 29,332

\ Year-5 NIl 29,860 34,653 37,322 33,056 30,662 /

Yield curve steepens over the first 18 months (10Y CMT = 3.75%) and flattens over months 19-36 to the average slope from 2005-2007 (Fed Funds targeted @ 4.00%).
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Stress-Testing Recommendations

BESIE,

DARLING CONSULTING GROUP

Quarter 1 (As of date: January, February, March)

e Option Risk Stress Test — Alternative prepayments in various rate environments.

Quarter 2 (As of date: April, Mav, June)

o Asset Pricing/Mix Stress Test — Alternative product pricing and/or mix in different rate
simulations (e.g. asset spreads, investment mix, etc.)

Quarter 3 (As of date: Julv, August. and September)

e Deposit Sensitivity Stress Test — Retail deposit migration, alternative elevated betas, etc.

Quarter 4 (As of date: October, November, December)

o Alternative EVE/NPV Stress Test — Significant changes to non-maturity deposit average
life assumptions.
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¢ Succinct and Informative AL CO Package

¢ Graphics and use of scorecards
> Liquidity/Liquidity Contingency
> Interest Rate Risk
> Capital at risk
> Credit
¢ Focused, Decision-Oriented Agenda
¢ Potential Strategy Documentation
¢ Stress-Testing Section

¢ More Formal Assumption Review/Approval
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Executive Risk Summary

*

DARLING O
Policy Risk Assessment
Guidelines 3/31/2014 12/31/2013 9/30/2013 6/30/2013 3/31/2013 MODERATE
LIQUIDITY

Basic Surplus (Min.) 11.9% 9.8% 10.2% 14.5% 16.1% <& >
Basic Surplus w/ FHLB (Min.) 21.2% 20.3% 22.5% 26.8% 28.4% <® >
Basic Surplus w/ FHLB & Brokered (Min.) 29.7% 30.3% 32.5% 36.8% 38.4% <& >
Borrowings / Assets (Max.) 20.00% 2.3% 1.6% 0.0% 0.0% 0.0% <& >
Brokered Deposits / Assets (Max.) 10.00% 1.6% 0.0% 0.0% 0.0% 0.0% <& >
Total Wholesale Funds / Assets (Max.) 3.9% 1.6% 0.0% 0.0% 0.0%

INTEREST RATE RISK

Earnings at Risk (Max.)
Pct.(%) Change in Net Interest Income with
+/- 200bps ramp (12 Mths)

Year 1 NIl (% Change from Year 1 - Base)

Down 100BP 1.4% 1.0% 1.1% 1.8% 1.7% <& >
Up 200BP -4.1% -3.9% -5.2% -5.3% -3.4% < * >
Year 2 NIl (% Change from Year 1 - Base)
Base -0.8% -0.4% 0.8% 0.5% -1.0% <& >
Down 100BP -4.8% -4.7% -2.7% -2.3% -3.3% < * >
Up 200BP -1.8% -0.6% -1.6% -3.4% -2.6% <® >
Core Funding Utilization (Max.)
Base 42.4% 36.1% 37.7% 35.0% 27.4%
Down 100BP 32.6% 29.0% 29.4% 28.4% 16.0%
Up 200BP 48.5% 39.6% 41.5% 38.2% 34.1%
NEV Analysis
Pre-shock NEV ratio 13.37% 14.08% 14.09% 13.64% 12.67%
Post-shock NEV ratio 3.00% 12.41% 13.36% 13.19% 12.95% 11.36% <& >
Basis Point Change in NEV -97 -72 -89 -69 -131
Percentage Change in NEV -50.00% -13.10% -10.60% -12.00% -10.71% -9.93% <& >
Policy Guidelines are for +300 scenario. See NEV report for detail. +300 +300 +300 +300 -100

CAPITAL RATIOS
Net Worth Ratio 11.45% 11.82% 11.86% 11.72% 11.78% <& >

Net Worth Ratio is as of the 3/31/2014 call report.

OTHER BALANCE SHEET INFORMATION

Balance Sheet Spread 2.81% 2.51% 2.55% 2.52% 2.56%

Total Assets (Millions) $641.9 $618.1 $611.4 $613.2 $606.0

Investments (Millions) $116.4 $99.0 $98.5 $125.4 $132.4

Gross Loans (Millions) $502.1 $497.2 $490.9 $465.9 $454.8

Deposits (Millions) $551.6 $533.7 $536.8 $539.4 $533.0

Borrowings (Millions) $15.0 $10.0 $0.0 $0.0 $0.0

Net Loans / Assets 85.00% 78.6% 80.8% 80.6% 76.2% 75.3% <& >
Net Loans / Deposits 95.00% 91.5% 93.6% 91.8% 86.6% 85.6% < >
Loan Loss / Loans 0.46% 0.45% 0.45% 0.47% 0.47%
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5 Key Questions Answered So Far: Now What ?

1) Do we have adeguate capital ?

2)  How much liquidity do we have?

3)  How much liquidity do we need?

4)  How much are we (or should we be) willing to pay for liquidity?
5)  What Is our exposure to changes in interest rates?

6) What action isrequired to align our performance goalswith
our risk posture?

How do we do this?
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Effective Strategy Development

ALCOs need to look at a variety of strategic options

nnd Nnont fnm IS ON fhn pncf N nrdnr to su |r\/|\/n nnd

CALITA 1TWVL 1V

thrive in the current environment and in the future.
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Current Realities

BESIE,

DARLING CONSULTING GROUP

¢ Pressure on Gross Revenues
» Weak |oan demand
> Loan pricing pressures
» Borrowersrefinancing (fixed...are we selling?)
> Unattractive investment yields
» Feeincome way down

o

¢ Limited Funding Cost Relief U
> Can't get below zero C ;
» Money flow into banking system...for Insurance “u@%’%ﬁ%o“
> Discomfort to fully test elasticity of deposits

7

¢ Costs of Regulation & Compliance (and ALM consultants!)
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¢ Impact to NIl if Rates Remain Low for 2015-2017
> Loan pricing pressures to continue
» Emphasison asset growth to offset margin pressure

¢ Strategy for Excess Cash and Expected Investment Cash Flow Over
Next 6-12 months

> Pre-investment opportunity if market sells off?
¢ Potential Sensitivity of Non-Maturity Deposit Base in More Detall

¢ Selective Funding Extensions as Loan Growth Materializes

¢ Wholesale Funding Will Become of Greater Importance for Most if
Managing Properly!
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Interest Rates...A Top of Mind Issue

¢ Focus = Rising Rates

(When? How Much? How Fast?)

ARE YOU
PREPARED

FOR RISING
INTEREST
RATES?
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Perspective: “Buying Insurance”

¢ INSURANCE: Funding Extensions

» How Much Need?
»How Long Need It7
»What Are My Choices?
»How Much Cost?
»What Can | Afford?
»How Can | Reduce Cost?
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Interest Rate Risk (IRR): 3 Perspectives

¢ Regulatory

¢ The “Market”

¢ Credit Union
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Interest Rate Risk (IRR): 3 Perspectives

¢ Regulatory: Terrified of Rising Rates

» Natural “Bias’ (“No Limit” To How High Rates Can Go)

» Asset Durations Have Been Increasing

> Depositor Preference for Short-Term Liquidity

> How CoreAre “Core Deposits’ ?
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Interest Rate Risk: 3 Perspectives

¢ Regulatory: Terrified of Rising Rates

....NOT Just Interest Rate Risk

>Cap| tal (OCI)
»Liquidity Risk

Impact to Your Credit Union?




Short Rates: Fed Funds Futures

Long Rates: 2 vs. 10 Year
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1 Interest Rate Risk: 3 Perspectives

DARLING CONSULTING GROUP

¢ The“Market”: When Will “Rates’ Rise?

10-Year Treasury Constant Maturity Rate (DGS10) 10-Year Treasury Constant Maturity Minus 2-Year Treasury Constant Maturity (T10Y2Y)
Source: Board of Governors of the Federal Reserve System Source: Federal Reserve Bank of 5t. Louis
4.5 3r
4.0 - 2
f
35
\ '
3.0 ﬁL
bring S o+
5 b \,\r' ¥ g
2 25 k=
& &
— = 1
20F x'w W. W
_2 -
1.5
10 | | | | | -3 | | | | | | |
2010 2011 2012 2013 2014 2015 1979 1984 1989 1994 1999 2004 2009 2014

Shaded areas indicate US recessions.

FRED 4 2014 research.stlouisfed.org FRED ) 2014 research.stlouisfed.org
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Interest Rate Risk : 3 Perspectives

¢®The“Market”: The Cost Of Insurance

<{HELP>» for explanation, <MENU> for similar functions.

LIS Treasury &Actives Curve |
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Interest Rate Risk (IRR): 3 Perspectives

¢ Credit Union: some welcome Higher Rates, Others
L oathe

BASE SIMULATION -ALTERNATIVE SCENARIOS

Net Interest Income ($000)

33p00

NetintersstIncome (FO00)

37,925 - Year 1 Year 2 Year 3 Year 4 Year 5
Year 1 Year 2 Year 3 Year 4 Year 5
20915 .
32075 ‘ﬁ".
A7 g8
A
18250 » *,
26,225 _—'F" /A
’_/‘ /A J——
Fbll LA [+]
135575 ::ﬁ: H :r; h 1 ,n, H 1
20375 ﬁ LA .ﬁ--—‘ '
Al 1o nﬁmﬁ i TS
i+ 155 _
14,525 +
10435 T T T T T T T T T T T T
8675 0L 9z 03 O+ QL Q0 93 Q4 0l Q2 03 Q¢ Ql 02 Q3 Q4 01 QI 03 Q4
Q@ Q2 @8 Q4 @ Q2 B3 Q4 @ Q@ B Q4 a1 @ B 4 o @ B8 iBase ~&-Down 1 00BP —+—Up 200BP —a—TIp A00BP 241 —a-Fiat Up S00BP
==Base —=- Down 100BP —+-Up 200BP —2—Up 400BP 24M —o- Flat Up 500BP
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plerel [nterest Rate Risk (IRR): 3 Perspectives

DARLING CONSULTING GROUP

¢ Credit Union: some Can Read ly Afford Insurance,
Others Can't

BASH SIMULATION AS OF 1231/2013
Met Interest Incorme ($000)

3,750 Year-t ; Year 2

5350 4 A f..'.- N oAl Held _+_'r,'r

EX
54

;jn:;\ ’;’ ‘\ /! BASE SIMULATION AS OF 12/31/2013
Net Interest Income ($000)

/
»
-
»
> A
=
‘\
e
B o
~=
2z

»
e
+»

»

3,150 4 H H Ancecal o H Hea e L] 1 el H i 1 4 H 3,350 Year 1 Year 2

: i
PR el S L s e e N e et T e | B e e L e i e [ e *?Bﬂ a

3,200 A
— ) L
L 4 — Y
b [ 655 \§ a2 P
2,750 2,050 Y a1 : 4 It &l »>
P T I I R I e g e R e HHi ol K
S G o G T T G G ST I Y o g o g T @Y Y G g g \“_4\ ol i-h‘k, >
U
= ase —2-Down 100BP —+—Up200EF : \ /' n*u
2000 44 | e b b A 1EER1 _ﬂ_ lndnL |
2,600
LN T L TN, L T L L TN N T T T - T T - SN B B - BN T
SN RN Nl N R N N N N N N N N N NN BTN G
S E I EE T E SOOI E SO SN

Base —&—Down 100BP —+—Up 200BP
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¢ Credit Union:

L ot

Metinterestincome (F000)

Rate Risk (IRR): 3 Perspectives

Some Need A Little, Others Need A

9125

Year I Year 2 Year 3 Year 4

Year 5

apas

6925

BASE SIMULATION -ALTERNATIVE SCENARIOS

Net Interest Income ($000)

5§25

e

4725

E

144,975

Year 1

Year 2 Year 3 Year 4

130,350

115,725

0l @z Q3 ¢ QL Q@ Q3 Q4 Ql 0z QF Q4 ' Q1 @z Q3 Qs

c=Basze —Down 100BF —+—1p 200BP —a~TTp 400 F 2400
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Q1 Q2 Q3 o
—&—Flat Up S00BP

101,100 -

86,475

71,850

QL Q2 Q@ Q4 QI @@ Q@ Q4 Q1 Q2 @B Q4 Q1 Q2 Q@8 Q4 QA Q2 Q3 Q4

Base —— Down 100BP —+-Up 200BP —2—Up 400BP 24M —&—Flat Up 500BP
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DARLING CONSULTING GROUP

16,975

15,675

14,375

13,075

11,775 4

10,475

Long-Term

Net Interest Income ($000)

Year 1

Year 2

Year 3

Year 4

Year s

QL Q2 Q3 Q4 Q Q2 Q8 Q4 Q Q2 @8 Q4 Q Q2 Q@ Q4 Q1 Q@ Q 4

3 Base

—£-Down 100BP

—4-Up 200BP

@ 2014 Darling Consulting Group, Inc.

—4—Up 400BP 24M

-B-Flat Up 500BP

2,150

1975

1,300 1

15625

1430

1275

Het Interest Income (F000)

¢ Credit Union: some Need Short-Term, Others Need

Interest Rate Risk (IRR): 3 Perspectives

Year 1 Year2 Year 3 Year 4 Year 5
WLE 1 N
e R P et — e —
n ﬂ' -"".f“"*“-n-; &
L ‘-._ ‘,,-':._.‘.’" "“.. - s
ol | BBl b 55 v
ettt T ,_Aﬁfmﬁ
alaranatationalisdar® oo 8
Siolg i+ pite
i H 1 ,_ﬂ__ H H H H
gL 0r 03 04 QL @ 05 o4 0l 0 03 04 Q1 02 03 04 Q1 0F 0% Q4
= Base —g1— Dovr1 10(BP —s+—p 200BP —a - Up 400BP 241 —a& - Flat Up 500BP
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plerel [nterest Rate Risk (IRR): 3 Perspectives

DARLING CONSULTING GROUP

¢ Credit Union: ...While Some Can “Sef Insure” /Grow

23,205

Year 1 Year 2

Year 3

Year 4 Year 5

21,050

18,825

16,600

14,375 H

12,150

QL Q2 Q3 Q@ QI Q2 Q3 Q QI Q2 Q3 Q QI Q2 Q Q@ QI Q2 Q3

I Base —+ Down 100BP —+—Up 200RP —a—11n 4D0RP 24M —8—Flat 1ip 500BP
Growth Model
Net Interest Income ($000) Net Interest Income ($000)
8525 - - 8,525 r
Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5
7,175 7,175
5,825 5,825 =
4,475 4,475 H H H H H 1 H H
3,125 H 3,125 1 H H H H H H H H H H H H H
1,775 1,775
Q Q@2 Q8 4 QA Q2 B 4 Q1 Q@2 QB Q4 QA Q2 B 4 QA Q2 QB & QL Q@2 @B MU Q1 Q@ @B M4 QI Q@ Q@B M4 QI @ Q@B M4 QI Q@2 QB 4
o Base —a— Up 200BP —a— Up 400BP 24M —&2 - Flat Up 500BP —Base —+— Up 200BP —a— Up 400BP 24M —& - Flat Up 500BP
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plerel [nterest Rate Risk (IRR): 3 Perspectives

DARLING CONSULTING GROUP

@ CU: Many Concerned, But With Caveats

» Utility of Current vs. Future Earnings
" NIM Pressures. “Hard” to put $ on table today to fight tomorrow’s challenge

™ Year 1 Year2 Year 3 Yeard Year s ™ Year 1 Year2 Year3 Year 4 Years
437 4375 A . ﬂ -ﬂ-.ﬁ
g b
: g 4 ora
2575 ﬁ[ﬂ 117 .A 2| Lg—t—%—%|
y 7y FH'J‘L*

ﬂﬂ is rdf\ :
3375 ﬁ "1 ﬁrﬁ‘:{}:‘:h
53 0% 5% poigw o

Q0T 3 M O 9 3 W gl @ @ g¢ W @ 3 o @ @ o M M oo oM o 0l 02 03 08 ol 0r o3 oo o ol

237

b —— Down MOBEF —e—lp 20EP —dm g A00HF 24 == Flat Up SO0BF C5aw —&—Down 1008P g J0EP —im Up 43;; Q-l)f;’ J:—ﬂr:: Fla‘ll"L‘y S?;EE'
NIl SUMMARY \ /_ NIl SUMMARY “\
Down 1008P Base Up 200BP Up 400BP 24M Flst Up S00EP Down 1008P Base Up 20089 Up 40087 24M Fiat Up St088
ear-1 NIl 15,504 15,805 14,544 14,843 14,455 Year-1 NIl 14,275 14,243 14,048 14,047 13511
ear2 NIl 14,410 14012 13,002 13,001 11,674 Vear2 NIl 14,410 13,583 13,881 13,511 12,885
ear3 NIl 13.570 14,408 14,585 13.420 11,681 Year3 NIl 13.570 13,050 14,842 14,882 13.853
eard NIl 13,024 14010 15,325 15,167 12,568 Year4 NIl 13,024 12,852 15,282 16,450 15,544
earS NIl 12,738 13,827 15715 16.423 14,783 Wear NIl 12,738 12,485 15,871 17,828 16,763
/‘ CHANGE | DIFFERENCE IN RESULTS
Down 100EP Up 200BP Up 400EP 24M Fist Up 5008P
Year-1 NIl -1,230 736 706 644
Year-2 NIl ] 5 511 1,011
Year-3 NIl 0 42 1,262 1,082
Year-4 NIl 0 42 1,272 1978
] 42 1,275 1,230

Qal—.'a NIl
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plerel [nterest Rate Risk (IRR): 3 Perspectives

DARLING CONSULTING GROUP

@ CU: Many Concerned, But With Caveats

> Ultility of Current vs. Future Earnings
" NIM Pressures. “Hard” to put $ on Table today to fight tomorrow’s challenge
" Primary Current Goal = Increase Capital
" Making Money and avoiding a“loss’ due to low rate environment

> For Most CUs, Sustained Low/Lower Rates = WORST OUTCOME

» Anticipated “ Events’
" Merger
" Branch expansion or sale
" Reductionsin NPA/OREO

» Some Have Strong Current Attitudes Re: Bond Markets

" Rates not going anywhere anytime soon
" If ratesrise significantly = Strong Economy (Growth Opportunities)

@ 2014 Darling Consulting Group, Inc.




GG Rising Rate Exposure?. “Two” logical Choices

DARLING CONSULTING GROUP

¢ Shorten Assets

» Business Model “ Capacity” to Generate Floating Assets?

» Customer Preferences for Long-Term Fixed Rate

¢ Lengthen Liabilities
» How Lengthen NMDs?

» What about CDs?
» Wholesale Alternatives. How Much Short-Term Have Today?

> AreWe Prepared to “Borrow” Money from FHLB (vs. members!)

@ 2014 Darling Consulting Group, Inc.



D-C-G “Insurance” Choices

DARLING CONSULTING GROUP

¢ Shorten Assets
» Strategic Implications. Loan Strategy
> Pricing Incentives?
> Use of Swaps

¢ Lengthen Liabilities
» Funding Extensions (wholesale most logical)
= What if nominal borrowing levels?

= Structured Borrowings (e.g. FHLB embedded options)
= Role of Swaps (Spot & Forward)

¢ Jand Alone Derivatives. Swaps (and Caps) ?
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Key ALCO Issue

Rising Rate Readiness
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TR e ALCO Agenda— Example

DARLING CONSULTING GROUP

|. Current Position Summary
1. Earnings
2. Liquidity
3. Interest Rate Risk
4. Capital
5. Important Operating Trends/I ssues
and Implications

|I. Strategy Formulation
1. Objectives
2. Strategy Elements
3. Interest Rate Environment/Yield Curve

[11. Potential Strategies (Actions/Results/Risks)
V. Action Plan

1. Recommended Strategies/Actions
2. Implementation: Timetable & Responsibilities

V. Other Items
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Strategy Development & Documentation

Potential Strategy Expected Results
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Market with Strong Loan Demand
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* *

DARLING CONSULTING G

Base Simulation as of 9/30/2013

Net Interest Income ($000)

8130 Year 1 Year 2 Year 3 Year 4 Year 5
6,900

[+ 3
5,650

1’5‘“’ foaer.

Reinvest Investment Cash Flow into 30-Year FR Loans!

Alt Investment Cash Flow Assumption - Loans

Net Interest Income ($000)

8,150

Year 1 Year 2 Year 3 Year 4

Year S

4

1(

1,900

A @ 8 4 A 2 B A Q1 Q2 @B 4 QA Q@2 @B A4 QA R B A

I Base —£— Down 100BP —a#— Up 200BP —& - Flat Up 500BP —& - Yield Curve Twist
/ NIl SUMMARY

Down 100BP Base Up 200BP Flat Up 500BP Yield Curve Twist
Year-1 NIl 19,934 20,079 19,270 18,869 20,359
Year-2 NII 19,292 20,547 19,963 17,529 21,363
Year-3 NIl 18,697 21,286 22,238 19,011 20,327
Year-4 NIl 18,753 22,620 24,887 22,550 21,461
18,956 23,812 27,785 26,741

@5 NIl

24,411 /

CHANGE / DIFFERENCE IN RESULTS

QA @ &8 ¥ A @ B U4 QAo @2 B AU QA Q@ BV AU QA @ B XA
C—Base —&— Down 100BP —a+— Up 200BP —& - Flat Up 500BP — - Yield Curve Twist
/ NIl SUMMARY
Down 100BP Base Up 200BP Flat Up 500BP Yield Curve Twist
Year-1 NII 19,254 19,478 18,679 18,330 19,775
Year-2 NII 16,686 18,461 17,968 15,871 19,486
Year-3 NI 14,544 17,766 18,969 16,774 17,540
Year-4 NII 13,295 17,574 20,226 19,596 17,815
@5 NIl 12,205 17,184 21,659 23,230 20,332 j
/
Down 100BP Base
Year-1 NIl 680 601
Year-2 NIl 2,606 2,087
Year-3 NIl 4,152 3,521
Year-4 NIl 5,458 5,046
6,752 6,628

@5 NIl

Up 200BP
590

1,995
3,268
4,661

6,126

Flat Up 500BP Yield Curve Twist
538 584
1,658 1,877
2,237 2,787
2,954 3,647
3,511 4,079

NOTE: In the base simulation, all investment cash flowis assumed to roll into a blend of 2-5 year Agencies and Investment CDs.
This alternative simulation assumes that all investment cash flowwill fund 30 Yr Residential mortgages @ 4.25%.
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30-Year Jumbo Loans Funded by 3-5 Year FHLB Ladder

* *

DARLING CONSULTING G

Base Model $50MM 30yr Jumbo
Net Interest Income ($000) Net Interest Income ($000)
13,975 13,975
Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5
12,875 E}E» 12,875 Py n—
A 41 ’
) g+ i+]
a2 oo
_ E : : _.
11,775 11,77!
o 5 —r—2
B o /
a—t—a > ~ e -
e L 13 a
e 5
1067 e 0,67 Tﬁ‘ L
,675 1 10,675 4 H o
R
9,575 1 H 057 IS S
8,475 T 8,475
QL @ @8 4 Q@ @ Q@B 4 Q1 @2 @B 4 QA Q@ B 4 QA QR B QL @2 @B M QI @ @B U QA Q@ B U QA Q@ Q@B MU AU @ Q@B &
=—3Bae —£2— Down 100BP —+— Up 200BP —=z - Up 400BP 24M —o - Flat Up 500BP —Base —e=— Down 100BP —s— Up 200BP —z - Up 400BP 24M —& - Flat Up 500BP
K NIl SUMMARY \ / NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP
Year-1NIl 41,982 42,159 41,200 41,217 41,038 Year-1 NIl 43524 43,704 42,750 42,768 42,588
Year-2NIl 39,619 40,509 41,930 42,620 42,857 Year-2 NIl 41,143 42,054 43517 44,216 44,454
Year-3NIl 38,821 39,996 43,103 45,747 45,715 Year-3NIl 40,327 41,553 44,722 47,389 47,333
Year-4 NIl 38,262 39,534 43,856 47,749 47,914 Year-4 NIl 39,829 41,188 45,308 48,964 48,901

@5 NIl 38241 39,571 45,055 50,443 51,054 j @5 NIl 39,897 41,347 46,362 51,248 51,426 /
/ CHANGE / DIFFERENCE IN RESULTS \

Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP
Year-1 NIl 1,542 1,545 1,550 1,550 1,550
Year-2 NIl 1,524 1,545 1,587 1,597 1,597
Year-3 NIl 1,505 1,557 1,618 1,642 1,619
Year-4 NI 1,568 1,654 1,453 1,216 987
Year-5 NIl 1,656 1,776 1,307 806

N -
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Loan Growth Simulation

* *

DARLING CONSULTIMNG GROUP

Base Simulation as of 6/30/2014 Loan Growth Simulation
Net Interest Income ($000) Net Interest Income ($000)
18,825 18,825
Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5
LA
16,650 16,650 AN
la
A — ’
Joata—r—*
>
A
14,475 14,475 TAN
[ A7 B 17
= o 12
AP ES ‘/ij- — = R o e e
. — - AN
- H e }“" @/
12,300 + 12,300 BN \3 HooH
1 3 ]
10,125 10,125 H e N e e e e
7,950 7,950
QU @ @8 4 QA @ @B 4 QA @ @B 4 QA @ @B A4 QA @ @B A QI @ @B @4 QA4 @ @B M QA @ B ¥ QI @ B U A Q@ Q@B o
I Base —— Down 100BP —»— Up 200BP —2 - Up 400BP 24M —= - Yield Curve Twist [ Base —— Down 100BP —+— Up 200BP —z -+ Up 400BP 24M —i* - Yidd Curve Twist
/ NIl SUMMARY \ K NIl SUMMARY \
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist
'Year-1 NII 47,580 47,945 45,995 46,007 48,381 'Year-1 NII 49,896 50,469 48,377 48,389 51,140
Year-2 NIl 43,756 47,570 46,341 44,286 49,308 Year-2 NIl 48,156 52,603 51,059 48,087 54,860
Year-3NIl 40,664 47,049 49,288 47,754 45,785 Year-3NIl 44,943 52,079 54,257 51,319 49,353
Year-4 NIl 40,666 49,079 53,900 55,259 48,000 Year-4 NIl 44,858 54,112 59,070 59,575 50,709
ws NIl 39,619 49,513 56,979 61,780 52,973 / @5 NIl 43,754 54,540 62,291 66,646 56,085 j
/ CHANGE / DIFFERENCE IN RESULTS
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist
Year-1 NIl 2,315 2,524 2,382 2,382 2,759
Year-2 NII 4,400 5,032 4,717 3,801 5,551
Year-3 NIl 4,279 5,030 4,969 3,565 3,568
Year-4 NIl 4,193 5,033 5,170 4,316 2,708
Yekar-s NII 4,135 5,028 5,312 4,866 3,112 /

All investment cashflow over the first 9 months of the model ($74MM) is assumed to fund loan growth (60% Auto, 40% Residential; Same breakout as base model).
Additionally, $80MM of overnight cash @ 0.25 bps is assumed to fund loan growth (60% Auto, 40% Residential) over the next year.
$70MM of deposits ($28MM DDA, $28MM Premium MMDA >100K @ 0.30bps, $14MM 1 Yr IRA CDs @ 0.43bps) is assumed to fund loan growth (60% Auto, 40% Residential) over the next year.
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Base Scenario As of 06/30/2014

Net Interest Income ($000)

Net Interest Income ($000)

Loan Growth

34,550
Year 1 Year 2 Year 3 Year 4 Year 5
LA
30,025 A A A CERTAN
A— LT
=l
25,500 : . E— -
- |E Iz '_'4/-!"‘—*_4‘/*
20,975
i
16,450 -
11,925 |
A @ Q@8 ¥ A @ B P QA @ B P QA Q@ B WU QA @ B K
——Base —s1— Down 100BP —as— Up 200BP —a& - Up 400BP 24M —i# - Yield Curve Twist
f NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist
Year-1NIl 78,510 78,409 77,906 77,950 79,237
Year-2NIl 74,785 77,962 85,291 85,327 81,328
Year-3NIl 69,730 76,621 93,050 102,876 86,432
Year-4NIl 66,897 75,914 97,021 114,487 99,114
65,271 75,485 99,403 121,128

@5 NIl

107,511 j

CHANGE / DIFFERENCE IN RESULTS

34,550
Year 1 Year 2 Year 3 Year 4 Year 5
30,025 A - _A
Nl |
- VAN
N i N, Xrs
A Wy N2
25,500 - .
. | Ja—a—p—*
A Jz R a—ap* *
|La—rt—2*4
1 -
-/’Q AA
20975 — @AA P _[3
P AL F AR
E ¥
16,450 H
11,925 - - . . . . . .
QA Q@2 @B 4 QA Q@2 B U QA1 @2 B U QA @2 B U4 QA 2 Q@B 4
C—Base —— Down 100BP —a+— Up 200BP —a&r - Up 400BP 24M —i* - Yield Curve Twist
/ NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist
\Year-1 NIl 77,274 77,123 76,901 76,945 77,859
Year-2 NIl 73,224 76,337 84,299 84,856 79,723
\Year-3 NIl 68,207 74,996 91,985 102,692 85,978
Year-4 NII 65,407 74,289 95,890 114,136 99,038
ws NIl 63,811 73,860 98,215 120,628 107,351 j
/ Down 100BP Base
Year-1 NIl 1,237 1,286
Year-2 NIl 1,561 1,625
Year-3 NIl 1,523 1,625
Year-4 NiI 1,490 1,625
1,460 1,625

@5 NIl

Up 200BP
1,005
991
1,065
1,130

1,188

Up 400BP 24M
1,005
472
184
351

499

Yield Curve Twist

1,378
1,604
454

76

160 j

Fund $50 million of Residential 10/1 Loan growth @ 3.50% over the next 6 months of the simulation with excess cash reserves.
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Market with Weak Loan Demand
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* *

Strategy: $10MM MBS Purchase

DARLING CONSULTING G

Base Simulation as of 2/28/2014 $10MM MBS Purchase
Net Interest Income ($000) Net Interest Income ($000)
Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5
2,950 2,950
oo B
L’
2,750
PSR4

B ——r—a—
— 8 ‘é

4 F— A .

4422 17

2,550
' A .
m/

10 QU Q@2 8B o~ . Ql Q@2 @B &4 Q1 @2 @B 4 Q1 Q@2 @B U Q1 Q@ B O QL @ @B ™M Q Q@ @B @4 Q1 @ @ ™ ’ Ql @ @ ¢ QI Q@ Q@B o
O Base —— Down 100BP —a+— Up 200BP —ur - Up 400BP 24M —* - Yield Curve Twist C—Base —i1— Down 100BP —a— Up 200BP —u& - Up 400BP 24M —i= - Yield Curve Twist
/ NIl SUMMARY \ ( NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

Year-1 NII 9,276 9,118 8,927 8,927 9,205 Year-1 NIl 9,521 9,361 9,073 9,073 9,450
Year-2 NIl 9,174 9,198 9,362 9,047 9,549 Year-2 NIl 9,413 9,442 9,424 9,012 9,771
Year-3 NIl 8,951 9,256 9,942 9,756 9,242 Year-3 NIl 9,178 9,500 10,027 9,664 9,315
Year-4 NII 8,788 9,285 10,392 10,685 9,837 Year-4 NIl 9,005 9,529 10,498 10,638 9,914
@5 NIl 8,688 9,271 10,623 11,255 10,340 J @5 NIl 8,896 9,514 10,747 11,247 10,443 J

f CHANGE / DIFFERENCE IN RESULTS

Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

Year-1 NIl 245 244 147 147 245

Year-2 NI 239 244 62 -35 222

Year-3 NIl 228 244 85 -92 72

Year-4 NII 217 244 106 -47 77

QS NIl 208 244 124 -8 103 j

Purchase $5MM of 15Yr MBS at 2.29% and $5MM of 30Yr MBS at 3.19% funded by short-term borrowings at 0.30%.

Pirchace nceciire in manth ane af the madel
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DARLING CONSULTING G

Base Simulation as of 5/31/2014 $10MM Investment Purchase

Net Interest Income ($000) Net Interest Income ($000)

3125 Year 1 Year 2 Year 3 Year d Year s

3125 Yearl Year2 Year3 Yeard4 Years

B
2,900 2,900
—=A

e Pant 2,675

2,675 /A‘-
—

2,450 A

2,225 A

2,000 T T T

A 2 @B Q1'Q2 (S QlIQZVQ3IQ4 QlIQ2lQ3 4 QlIQZIQSIQ4 zom QA @ Q@B U QA @ @B ¥ QA @ @B ¥4 QA @2 @B MU QA @2 @B o
C—Base —&— Down 100BP —=— Up 200BP —z - Up 400BP 24M —i - Yield Curve Twist C—Base —=+— Down 100BP —a— Up 200BP —z - Up 400BP 24M —i* - Yield Curve Twist
/ NIl SUMMARY \ ( NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

Year-1 NIl 9,812 9,657 9,402 9,402 9,738 Year-1 NIl 10,004 9,852 9,566 9,566 9,935
Year-2 NIl 9,600 9,695 9,770 9,385 10,007 Year-2 NIl 9,774 9,889 9,853 9,432 10,201
Year-3 NIl 9,245 9,698 10,363 10,136 9,561 'Year-3 NIl 9,420 9,893 10,404 9,994 9,613
Year-4 NIl 9,038 9,696 10,760 10,972 9,962 Year-4 NIl 9,198 9,891 10,820 10,871 9,950
@5 NI 8923 9,677 11,005 11,590 10,471 j @5 NI 9,073 9,872 11,082 11,524 10,435 J

K CHANGE / DIFFERENCE IN RESULTS

Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

Year-1 NIl 192 195 164 164 197

Year-2 NIl 175 195 83 46 194

Year-3 NIl 175 195 40 -141 51

Year-4 NIl 160 195 60 -102 -12

QS NIl 150 195 77 -65 -36 j

Assumes purchase of $5MM 10 Yr MBS and $5MM 30 Yr Jumbo MBS funded with $3.33MM Overnight FHLB @0.30%, $3.33MM 1 Yr FHLB @ 0.32%, and $3.33MM 2 Yr FHLB @ 0.79%.
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DARLING CONSULTIMNG GROUP

Base Model as of 4/30/2014

Net Interest Income ($000)

4,125

Bl 1
redar 1

Year2

s

Year

=
a
o
=
th

Net Interest Income ($000)

$10M Purchased Loans

$10 MM Loan Purchase Funded Short

4,125

-

Year 1

Year 2

Year3 | Year 4

Years

QA Q2 Q2 @ Q@B 4 QA Q2 @B o Q@ Q3 2 @k A QL Q@2 @B @ Q1 @ @B MU QI @ Q@B AU Q @B ¥ QA Q@2 @B M
CBase —=— Down 100BP —a»— Up 200BP —4& - Up 400BP 24M —= - Yield Curve Twist C—Base —z— Down 100BP —as— Up 200BP —a - Up 400BP 24M — - Yield Curve Twist
/ NIl SUMMARY / NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

Year-1 NIl 10,214 10,355 10,608 10,688 10,471 \Year-1 NII 10,497 10,629 10,787 10,867 10,747
Year-2 NIl 9,176 9,992 11,056 10,956 10,517 \Year-2 NII 9,463 10,271 11,158 10,963 10,778
Year-3 NIl 8,480 9,863 11,626 11,990 10,515 Year-3 NIl 8,758 10,146 11,753 11,941 10,583
Year-4 NIl 8,230 9,953 12,185 13,167 11,063 \Year-4 NII 8,501 10,239 12,334 13,160 11,031
vs NIl 7,645 9,715 12,652 14,532 11,852 / ws NIl 7,910 10,005 12,820 14,563 11,842 /

/ CHANGE / DIFFERENCE IN RESULTS

Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

Year-1 NIl 283 274 179 179 276

Year-2 NIl 287 279 102 7 260

Year-3 NIl 278 283 127 -48 68

Year-4 NIl 271 286 149 -7 -32

265 290 168 30

@5 NIl

-

This model assumes $5M of Resi 5/1 ARM (@ 2.50%), $2.5M of Resi 7/1 ARM (@ 3%) and $2.5M of 30 Yr Jumbo (@ 3.875%) funded with short term funding (@ 25 bps).
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Extension of Overnight Cash

* *

DARLING CONSULTING GROUP

Base Model as of 1/31/2014 $125MM MBS/CMO Extension
Met Interest Incaorme ($000) Met Interest Income ($0007
49,950 49,950
Year 1 Year 2 Year3 Year 4 Year s Year 1 Year 2 Year 3 Year 4 Year S
43 800 43,800 /ELE—
-
o5 E 2 ﬂ *_,.'L-—'!A
5 S e
37,650 37,650 . =
=2t
1 T

31,500 {8 1500 44 e Lt
35,350 + 25,350 - 1l M
19,200 : L | L L, : | | 11 L, 10,200

QL Qz Q3 Q4 Q1 Q2 Q3 Q4 QI Q2 QF Q4 Q1 Qz Q3 Q4 Q1 Q2 Q3 Q4 Q2 Q3 Q4 01 Qr Q3 Q4 Q1 0z Q3 o4 Q1 0 Q3 Q4

=== Base —z— Down 100BP —a+—Tp 200BP —a - Up 400BP 240 —@ - Flat Up S00BP = Base —e3—Down 100BP —a—Tp 200BP —uoe - Up 400BP 241 —@ - Flat Up 500BP

NIl SUMMARY NIl SUMMARY

Down 100EP Base Up 200BP Up 4006P 24M Flat Up 500BP Down 100BP Base Up 200EP Up 4006P 24M Flat Up 500BP
Year-1 NIl 127,104 128,680 134,224 133,620 132,958 Year-1 NIl 129,753 131,174 135,399 134,794 133,788
Year-2 NIl 116,962 123921 139,274 133,311 133,502 Year-2 NIl 118,561 126,435 139,504 132,204 131,439
Year-3 NIl 108,475 120,950 144,554 141,673 145,495 Y ear-3 NIl 110,810 123 464 145,049 139,908 142,524
Year-< NIl 102,221 118,897 150,555 155,654 159,924 'Year<4 NIl 104,313 12141 151,337 154,471 157 584
earS NIl 05,234 117,758 156,530 169,433 174,250 ear5 NIl 100,134 120,272 157,582 168,801 172,506

CHANGE / DIFFERENCE IN RESULTS

Down 100EP Base Up 200BP Up 400BP 24M Flat Up 500EP
2,650 2,514 1175 1174 833
2,588 2,514 230 -1,107 -2,062
2,335 2514 494 -1,765 -2.871
2,092 2,514 782 -1,183 -2,340
1,888 2,514 1,082 -B32 -1,744

Extend §7250MM of overnight investments info a 50750 spiit of 15 ¥r MBS af 2.37% and 4 ¥r CMO at 2.22%
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Purchase “ Discounted” 30-Year MBS Funded with
o . |Laddered FHL B Advances

DARLING CONSULTIMNG GROUP

Base Simulation MBS Purchases

Net Interest Income ($000) Net Interest Income ($000)

Year— Year S 3,925 Year 1 Year 2 Year 3 Year 4 Year s

B

3,225

3,95 o 4 Nz EY 3 2
d ITAr I I €A & ITAT O

3,225

ﬁ . —a—*
_ __*—*
N 5. DN

| i
F& ] W + Em
2,875 H g ; u 2,875 H

e
2,525 H ﬂ— ¥ 2,525 il
2175 y 2,175
Q Q@ Q@8 &4 Q1 2 B M4 Q1 Q2 QB 4 QA Q@2 B M4 A QR B A QL @ @B M4 Q1 @ @B @4 QI @ @ MU QI @ @B MU QAU @ @B 4
C—oBase —g— Down 100BP —as— Up 200BP —z - Up 400BP 24M —& - Flat Up 500BP = Base —z2— Down 100BP —+— Up 200BP —z - Up 400BP 24M —& - Flat Up 500BP
f NIl SUMMARY \ f NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP
Year-1NIl 11,710 11,727 11,548 11,557 11,497 Year-INIl 12,010 12,034 11,855 11,864 11,799
Year-2 NIl 11,115 11,272 11,542 11,518 11,347 Year-2 NIl 11,427 11,599 11,811 11,750 11,538
Year-3NIl 10,646 10,943 11,808 12,162 11,862 \Year-3NIl 10,956 11,279 12,052 12,290 11,897
Year-4 NIl 10,237 10,710 12,094 13,081 12,958 \Year-4 NIl 10,556 11,066 12,323 13,158 12,904
@5 NIl 10,011 10,592 12,453 14,081 14,198 / @5 NIl 10,321 10,948 12,700 14,197 14,181 /
/ CHANGE / DIFFERENCE IN RESULTS
Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP
Year-1 NIl 300 307 308 308 302
Year-2 NIl 313 327 269 232 190
Year-3 NIl 310 336 243 128 35
Year-4 NIl 319 357 229 78 -54

@5 NIl 310 357 247 116 -17 j

$10MM of 30Y Jumbo MBS @ 3.74% is funded with $4MM of 1Y FHLB, $3MM 2Y FHLB, and $3MM 3Y FHLB.
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Pre-investment of Investment Cash Flows

* *

DARLING CONSULTIMNG GROUP

Base Simulation $35MM Pre-Investment Strategy

Net Interest Income ($000)

6,225

Year I

Year 2

Year 3

Year 4

Year 5

5,575

le

[SZNec]

4 QI Q@

A4 Q1 2 QB o™ 'Q2'Q3Q4Q1'QZ‘QGIQ4 QL @ @B ™ Q Q@ @B M Q1 @ @B M QI @ @B MU QA Q@2 @ ¢
C—Base —=— Down 100BP —=— Up 200BP — - Up 400BP 24M — - Yield Curve Twist C—JBase —1— Down 100BP —a+— Up 200BP —z - Up 400BP 24M — - Yield Curve Twist
K NIl SUMMARY K NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

'Year-1 NIl 15,897 15,730 14,911 14,911 15,956 'Year-1 NIl 16,326 16,101 15,200 15,200 16,265
Year-2 NII 15,300 15,861 15,472 14,748 16,787 Year-2 NII 15,687 16,065 15,494 14,671 16,936
Year-3 NIl 14,756 16,161 17,284 17,062 16,098 Year-3 NIl 15,133 16,364 17,223 16,863 16,434
'Year-4 NII 14,431 16,383 18,689 19,741 16,313 'Year-4 NIl 14,766 16,586 18,714 19,723 16,671
@5 NIl 14,237 16,577 19,826 21,958 17,489 j @5 NIl 14,533 16,780 19,927 22,099 17,970 j

K CHANGE / DIFFERENCE IN RESULTS

Down 100BP Base Up 200BP Up 400BP 24M Yield Curve Twist

Year-1 NIl 429 371 289 289 309

Year-2 NIl 387 203 21 -76 150

Year-3 NIl 378 203 -61 -198 336

Year-4 NIl 334 203 25 -18 358

296 203 101 141 481

Net Interest Income ($000)

6,225

Year 1

Year 2

Year 3

Year 4

Year 5

@5 NIl

Pre-invest $35MM into a 15 Yr MBS at 2.32% and funded with overnight borrowings. The overnight borrowings are paid down with investment cash flow.
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Other Strategies to Consider
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Extension of FHLB Advancesto Lock in Funding

* *

DARLING CONSULTING G

Base $50MM FHLB Extension
Net Interest Income ($000) Net Interest Income ($000)
12,075 12,075
Year 1 Year 2 Year3 Year 4 Year s Year 1 Year 2 Year 3 Year 4 Years
10,650 10,650
9,225 e 9,225
4+
erT G P A
Ln*;ﬁ;
HIZLWH “ﬂ“ 7,800
H R o SRR Mo 6,375
4,950 ! 4,950
Q @2 Q@8 ™4 Q1 @ B U A Q@2 B 4 A Q@2 @B M4 QA Q@ Q@B M QL @2 Q@B M QI @ @@ M Q @ @B M4 Q1 Q@ @B M QU Q@2 @B ™
= Base —g— Down 100BP —a+— Up 200BP —2z -+ Up 400BP 24M —o - Flat Up 500BP I Base —r1— Down 100BP —a+— Up 200BP —z: -+ Up 400BP 24M —a - Flat Up 500BP
K NIl SUMMARY \ K NIl SUMMARY
Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP
\Year-1NIl 34,618 34,068 32,140 32,125 31,104 \Year-1 NIl 33,708 33,174 31,776 31,761 30,886
\Year-2NIl 33,246 34,422 31,711 29,230 26,129 \Year-2NIl 32,324 33,530 31,803 29,864 27,172
\Year-3NIl 31,991 34,417 33,936 30,726 26,615 Year-3NIl 31,067 33,522 34,026 31,815 28,231
\Year-4 NIl 31,210 34,577 36,350 35,609 30,839 \Year-4 NIl 30,288 33,684 36,442 36,701 32,458
@5 NIl 30,860 35,071 39,235 41,128 35,651 / @5 NIl 29,938 34,179 39,327 42,220 37,270 /
/ CHANGE / DIFFERENCE IN RESULTS
Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP
Year-1 NIl 911 -894 -364 -364 218
Year-2 NIl 922 -892 92 633 1,043
Year-3 NIl -925 -895 89 1,089 1,616
Year-4 NIl -922 -892 92 1,002 1,619

QS NI -922 -892 92 1,092 1,619 j

$50MM of short term funding is extended into a 5 year FHLB advance @ 2.05%.
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Key Take Aways

¢ Misinterpreting Your True Risk Profile Can Have
Disastrous Results

» Data

> Assumptions

¢ ALCO isaProfit Center, Not a Regulatory
Compliance Tool

¢ Information Drives Decision Making, Not Data

¢ ALCO’s Focus Should be on Forward Looking
Strategies, Not Historical Review
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DARLING CONSULTING GROUP
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About DCG
D-C-G

DARLING CONSULTING GROUP

¢ DCG provides balance sheet management solutions for banks, thrifts and
credit unions across the United States. Our 90+ person professional team
offers a unique and comprehensive approach to balance sheet management
that incorporates specialized tools, educational programs and unbiased
advice for institutions between $20 million and $200 billion in assets.
Working in partnership with senior management and boards of directors, we
produce significant, quantifiable results for hundreds of financial institutions
throughout the country.

¢ DCG’'smenu of products and services include:

> Timely and informative educational programs for executives and professional
associations

» Customized and proactive advisory and consulting services in the areas of
balance sheet management, investments and financial and strategic planning.

» Cost-effective outsourcing of the risk management and modeling process.
» Comprehensive model and assumption validation services in support of OCC
Bulletin 2011-12 compliance.

@ 2014 Darling Consulting Group, Inc. Page 95 ‘



About DCG (cont'd)

BESIE,

DARLING CONSULTING GROUP

¢ Find out more about balance sheet management by visiting our
website Dar lingConsulting.com:

» DCGWEBSITE — Articles on profit and risk management
" Gateway to additional banking industry information/research
" Register for the annual balance sheet management conference in Boston
" Upcoming educational events around the country

> ALM Insights & DCG Bulletin — DCG’s complimentary e-newsletters
that address a variety of topical balance sheet and risk management
Issues
> Toregister: —
" Visit us: DarlingConsulting.com ldpdpi\d
" E-mail us. info@darlingconsulting.com
= Cal us: 978.463.0400
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