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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 Importance of Accurate and Defensible Model Assumptions
 Purpose of ALCO

 R l t li Regulatory compliance

 Financial performance

 B th Both

 Information Driving Decision Making
 Effective Strategy Development Process
 Q&A

Page 2Page 2



Credit Union Survival in a ChallengingCredit Union Survival in a Challenging 
Environment

H t M k B l Sh t St tHow to Make Balance Sheet Strategy 
Decisions with Confidence

January 24, 2013

C O M P L E T E

Frank L. Farone
Managing Director
Darling Consulting Group, Inc.
260 Merrimac Street, 3rd Floor

A L M
S O L U T I O N S

260 Merrimac Street, 3 Floor
Newburyport, MA 01950
(978) 463-0400
www.darlingconsulting.com



Agenda/Outline

 Current Industry Issues

 CU Earnings Model
o Basic Business of a Credit Union
o NEV vs. NII
o Liquidity Measurement and Management

 Risk/Return Trade-offs

R l t /A ti B i I Regulatory/Accounting vs. Business Issues

 Balance Sheet Management Strategies

 Managing Regulatory Expectations
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 Q & A
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Agenda
(Remember what we discussed?)        Goals for Today:

 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” Issuesg

 CASE STUDIES…Document of Resolutions; Issues and Solutions!

 Strategies (miscellaneous)

 Q&A 
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Analyzing Your Risk Profile

Misinterpreting Your Risk Profile Can Have 
Disastrous ResultsDisastrous Results
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Gap Report

Theory… Cumulative Gap  x  Rate Chg.  = NII Sensitivity

Negative Gap = $23.6 million
:. NII sensitivity  ~ $236,000 Reduction per +100bps rate shift ?
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Gap Report as a Risk Management Tool

I IInst. Inst.
A B

1 Month Cumulative Gap 159,872 (432,237)

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

Short-term asset 
More significant 

liability sensitivity in
sensitivity with 

longer-term liability 
sensitivity

liability sensitivity in 
the near term

How does NII sensitivity differ?
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Simulation: Time HorizonNo Difference in NII Sensitivity – Same Institution!

BASE SIMULATION AS OF 6/30/2013
Net Interest Income ($000)

7 275

8,025

6,525

7,275

5,775

5,025

4,275
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
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Base Down 100BP Up 200BP
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NEV Analyses – Pop Quiz

Which institution is positioned best for rising rates?p g

A B CA B C
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Same Institution – NII Simulation

BASE SIMULATION AS OF 12/31/2013 BASE SIMULATION -ALTERNATIVE SCENARIOS

16,400
Net Interest Income ($000)

16,400
Net Interest Income ($000)

14,62514,625

11,075

12,850

11,075

12,850

7,525

9,300

7,525

9,300

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP

All the Same Institution!  Different NMD Assumptions!
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Net Economic Value Calculation

 Myths
 NEV is an adequate indicator of short-term earnings sensitivity
 NEV is an adequate predictor of capital at risk
 NEV ff di i f h i /f ll NEV offers predictive power for net worth as rates rise/fall

 Facts Facts
 NEV = Theoretical liquidation value
 NEV Ratio = “Economic” Tier 1 Leverage Ratio
 NEV = is can be an indicator of long-term structural mismatches within 

the balance sheet 
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Analyzing Your Risk Profile

NII simulations provide the most complete analysis of your 
interest rate risk profile, but rely heavily on:

 Quality of data inputs
14 625

16,400
Net Interest Income ($000)

 Utility of scenarios reviewed

 Assumptions 11,075

12,850

14,625

 Backtesting of model

 Stress testing of key assumptions
7,525

9,300

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BPg y p

 How results are presented to decision makers

 Simulation horizon

se ow 00 Up 00

Simulation horizon
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Simulation: Time HorizonNet Interest Income Simulation – 1Year

One Year NII Simulations Are Insufficient

Quick Conclusions
1. Worst Case Rising Rates
2 M i P2. Margin Pressure 

Sustained Beyond Year 1
3. Margin Pressure Worsens3. Margin Pressure Worsens 

Beyond Year 1
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Simulation: Time HorizonNet Interest Income Simulation – 5 Year
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Simulation: Time HorizonWhat if Your Tools Disagree? (understand why!) 

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

12.0%

14.0%
( )

6 0%

8.0%

10.0%

2.0%

4.0%

6.0%

0.0%

Which one is right?
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Why the difference?

Page 15



Assumptions

Institution Specific, Difficult to Quantify and a Huge 
Impact on Results How Do We Do It?Impact on Results.  How Do We Do It?  
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Assumptions Development/Management

“Close Enough for Government Work” Not Close Enough for Government Work  Not 
Good Enough

Evaluated and Updated Regularly

Should Involve Active Participation by 
Appropriate Business LinesAppropriate Business Lines

Documentation, Validation and Stress-Documentation, Validation and Stress
Testing Important
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Critical Model Assumptions

1 Deposit Sensitivity/Lives1. Deposit Sensitivity/Lives

2. Replacement/New Volume

3. Prepayment

Th Sh ld B St T t d R l lTh Sh ld B St T t d R l lThey Should Be Stress Tested RegularlyThey Should Be Stress Tested Regularly

Page 20Page 20Page 18



Prepayment Assumptions
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Prepayment Assumptions
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New Volume Assumptions: Loans
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New Volume Assumption: Loans
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New Volume Assumption: Investments
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Deeper Dive into Deposits
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Deposit Assumptions

Non-Maturity Deposits CompoundedNon Maturity Deposits 
(Financial Institutions 

<$10 Billion)

Compounded 
Annualized Growth %

12/31/2008 - 12/31/2012 8.9%

12/31/2004 - 12/31/2008 .8%

Most Impactful Assumptions!!!!!
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Deposit Assumptions

 Potential for Reductions in NMD Balances
 Disintermediation (leave “banking” system)
Migrate/Shift Back to CDsg
 Public Funds
 Sensitized Customers (“Smarter”/More Aware/Less Loyal?) Sensitized Customers ( Smarter /More Aware/Less Loyal?)

Greater Than “Normal” Growth Can be “CORE”Greater Than Normal  Growth Can be CORE
 Local Market Bank Failures/Troubled Institutions
 In Market Mergers (Large and/or Out of Market Banks) In-Market Mergers (Large and/or Out-of-Market Banks)
 Some Simply DO BETTER JOB @ Increasing Market Share
 R d Ch ki ?

Page 28Page 28

 Rewards Checking? 
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Key Findings – Average Lives CU#1

NMD Study Results:

Model Implementation:
****** Average Life Assumptions *******

Product Balance Rate
DCG 12 Mo. 

Average
DCG 36 Mo. 

Average
DCG 12 & 36 
Mo. Average

Current 
Average Change

DDA (Non-Int. Checking) 165,663,919$     0.00% 7.00           5.89            6.45              5.04     1.40    
MMDA (Regular Money Market) 275 005 406$ 0 14% 4 07 3 80 3 94 3 16 0 78MMDA (Regular Money Market) 275,005,406$     0.14% 4.07           3.80            3.94              3.16     0.78    
MMDA - Business 16,309,677$       0.11% 4.07           2.74            3.41              3.16     0.25    
MMDA - Premium 230,173,046$     0.27% 6.81           5.81            6.31              3.16     3.15    
NOW (Interest Checking) 92,405,897$       0.02% 8.16           6.71            7.44              4.75     2.68    
NOW - Rewards (Bus. Checking) 40,712,787$       0.00% 3.61           2.45            3.03              5.04     (2.01)  
Savings 241 035 848$ 0 05% 5 04 3 86 4 45 3 40 1 05

Page 29

Savings 241,035,848$     0.05% 5.04           3.86            4.45              3.40     1.05    
Savings - IRA 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   
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Validating Deposit Assumptions
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0.13% 0.86% -400 -3.4%
Beta R-Sq Beta Sign R-Sq Rank Func Res -300 -3.4%Reason 269,511,795 -8,946,374

Type Balance Value Premium
Full Rising Cycle 437bp Increase from March 2004 - June 2006 MMDA - Personal 260,565,421 269,511,795 -8,946,374
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400 300 200 100 0 100 200 300 400

Market Value

q g q
35% 98% 1 High Yes Decay Estimates -200 -1.8%

Falling -100 1.6%
12Mo 12Mo 0 5.5%

Beta R-Sq Beta Sign R-Sq Rank Func Res 36Mo 36Mo 100 7.9%
31% 90% 1 High Yes 200 10.0%

300 12.0%
Volatility 400 13.8%

N C % C % N C $ C $

20,503,140

229,259,554 31,305,867
224,477,968 36,087,453

High R-Squared 234,440,502 26,124,919

Baseline Stress 256,437,797 4,127,624
Full Falling Cycle 537bp Decrease from August 2007 - December 2009 14.1% 14.4% 246,171,150 14,394,271

Reason 13.4% 15.1% 240,062,281

, , , ,
High R-Squared 265,317,231 -4,751,810
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Average Lives

12Mo 12Mo
36Mo 36Mo 4.2Stress 36 Mo. 6.1% 93.9% 15,815,559 244,749,862 5.9

Baseline Stress
Stress 12 Mo. 4.5% 95.5% 11,763,139 248,802,283 5.7 5.4

Baseline 36 Mo. 2.0% 98.0% 5,261,411 255,304,010
Baseline 12 Mo. 1.4% 98.6% 3,668,221 256,897,200

Non-Core % Core % Non-Core $ Core $
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CU #2:Core Deposit Study Results 7.8 Years…

Baseline Scenario Stress Scenario
Account Type Balance Rate 12 Mo. 36 Mo. 12 Mo. 36 Mo.
IMMA 343 878 054 0 45% 8 67 8 62 8 44 8 22IMMA 343,878,054 0.45% 8.67 8.62 8.44 8.22
Share Drafts 237,272,049 0.11% 6.07 6.59 5.26 5.26
Share Drafts - Business 23,968,819 0.20% 6.12 5.80 5.85 3.89
Shares 581,851,207 0.30% 7.96 7.88 7.79 7.05
Shares - Business 13,383,652 0.30% 6.20 6.21 5.40 4.93
Shares IRA 23 638 320 0 30% 7 85 8 01 7 62 7 62Shares - IRA 23,638,320 0.30% 7.85 8.01 7.62 7.62
Total 1,223,992,102 0.30% 7.7 7.8 7.4 7.0
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Deeper Dive into Deposits
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Purpose of ALCO

ALCO Should be a PROFIT CENTER, Not
a Regulatory Check Boxa Regulatory Check Box

Page 33Page 33Page 31



Which ALCO are You?

Regulatory
Compliance

Financial
Performance
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Information Drives Decision Making

Providing Too Much or Too Little Information to 
ALCO Can Stall Effective Decision MakingALCO Can Stall Effective Decision Making
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6 Key Questions All ALCOs Should Be Able to Answer

1) Do we have adequate capital?) q p

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?5) What is our exposure to changes in interest rates?

6) What action is required to align our performance goals with our 
risk posture?

Page 36Page 36Page 34



Do We Have Adequate Capital?

ALCO Objective = Stability & Growth in CapitalALCO Objective  Stability & Growth in Capital

 How Much Growth Can Be Supported?...

 How Much Loss Can Be Absorbed?...

…Without Violating Capital Standards

Page 37Page 37Page 35



How Much Liquidity Do We Have?

Liquidity Defined

““the ability to raise cashthe ability to raise cash quicklyquicklythe ability to raise cash the ability to raise cash quicklyquickly
with with minimal principal lossminimal principal loss and and 

at a at a reasonable costreasonable cost..””
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Traditional Measures

Theory vs. Practice:  Does it Fit our Liquidity 
Definition?
Loan/Deposit

 Short-term Investments/Assets

Non-Core Funding Dependency
- “Volatile Liabilities”

Cash Flow (liquidity gap)( q y g p)
< 12 Months
< 60  Months

Page 39Page 39c. Page 18Page 37



The Basic Surplus Approach
Detailed Liquidity Analysis:

 
Overnight Funds Sold & Short-Term Investments (avg. balance, if wide daily fluctuations)

Security Collateral

I.  LIQUID ASSETS

0

UST & Agency
MBS / CMOs   
(-5% Haircut)

Short Term Short Term 
Cash InvestmentsCash Investments

Total Market Value of Securities
Less Securities Pledged to:

FHLB
Wholesale Repos

Retail Repos/Sweeps
Municipal Deposits

500 88,139

0 -6,938
0 0
0 0
0 2 536 Investment CollateralInvestment CollateralMunicipal Deposits

Other

Available / Unencumbered  Security Collateral

Over Collateralized Securities Pledging Position

75,232

0

0 -2,536
0 0

500 74,732

Gvt. & Agency Guaranteed Loans (SLMA /  SBA unpledged)

Cash flow (< 30 Days) from Securities not listed above

Other Liquid Assets (Int. Bearing Deposits, MM Mutual Funds, etc.)

TOTAL LIQUID ASSETS

0

0

1,045

76 277

Other Readily AvailableOther Readily Available
Cash ResourcesCash Resources

TOTAL LIQUID ASSETS

Maturing Unsecured Liabilities (< 30 Days)

76,277

II.  SHORT TERM / POTENTIALLY VOLATILE LIABILITIES & COVERAGES

0
Fed Funds PurchasedFed Funds Purchased

Deposit Coverages
of Regular CDs maturing < 30 Days
of Jumbo CDs maturing < 30 Days
of Other Deposits

Additional Liquidity Reserve(s)

10% 19,173

25% 2,104
30%

0

of Total Deposits
3,5737.1%

Pct. Of 
Assets

Fed Funds PurchasedFed Funds Purchased

Deposit Contingency/ReserveDeposit Contingency/Reserve

Page 40Page 40

TOTAL SHORT TERM / POTENTIALLY VOLATILE LIABILITIES & COVERAGES

BASIC SURPLUS

24,850

51,426 10.1%
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The Basic Surplus Approach
Detailed Liquidity Analysis:

BASIC SURPLUS

A Maximum Borrowing Line at FHLB is Not Available

III. QUALIFYING FHLB LOAN COLLATERAL

51,426 10.1%

FHLB - Loan Collateral
A. Maximum Borrowing Line at FHLB is Not Available
B. Qualifying Loan Collateral at the FHLB (net of haircut)
C. Excess Loan Collateral (if A < B)

Maximum Borrowing Capacity (Lesser of A or B)
Collateral Currently Encumbered by Outstanding Advances

127,017

127,017

133,955

Brokered CD Capacity

REMAINING FHLB LOAN BASED BORROWING CAPACITY

BASIC SURPLUS W/ FHLB 51,426

IV BROKERED DEPOSIT ACCESS

0

10.1%

Brokered CD Capacity
4.5% of Assets

S d C ll t l?

Maximum Board Authorized Brokered CD Capacity (per policy)
Current Brokered CD Balances

REMAINING CAPACITY TO UTILIZE BROKERED CDs

11,438

23,496

IV. BROKERED DEPOSIT ACCESS

34,934

Secondary Collateral?
Saleable Assets?BASIC SURPLUS W/ FHLB & BROKERED CDs 74,922 14.7%

OTHER LIQUIDITY ITEMS

Pledged AvailableMkt Value

Back-Up at Federal Reserve?

Corporate Securities
Municipal Securities
Equity Securities
Other

23,264 0
0 0 0

4,611
0 0 0

AvailableOutstanding
Borrowing 

Line

0 4,611

23,264

g

Page 41Page 41

Fed Funds Lines
Fed BIC Lines
Other

0
6,292 0

AvailableOutstanding
0

Line
0 0

6,292
00
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Liquidity Measurement – Basic Surplus Approach
Local CU @ 06/30/2014

OTHER LIQUIDITY ITEMS

Overnight Funds Sold & Short-Term Investments (avg. balance, if wide daily fluctuations) TOTAL ASSETS = Corporate Securities
Municipal Securities
Equity Securities

Security Collateral Other

Total Market Value of Securities UNSECURED BORROWING LINES0 186 811

I.  LIQUID ASSETS

0

UST & Agency

Collateral Value 100% 90%

MBS / CMOs
Private LabelAgency Backed

95%
0

Pledged AvailableMkt Value

0 0 0
0

0 0
0

0 0

639,357 0
0 0

Total Market Value of Securities UNSECURED BORROWING LINES
Less Securities Pledged to:

FHLB Fed Funds Lines
Fed Discount/Other Secured

Wholesale Repos SECURED BORROWING LINES
Retail Repos/Sweeps

Municipal Deposits Fed BIC Lines
Other Fed Discount/Other

Available / Unencumbered  Security Collateral Total

BASIC SURPLUS - EXCL. FED BIC & OTHER SECURED LINES

0 186,811

0 -51,421

0

128,621

AvailableOutstanding

Line Outstanding Available

0 0 0

77,030

Line

77,030

0
0
0

0 0
0

77,030

0

0
0
0

0

77,030
0

0 128,621

0 0

0 0

0

0

0

0
0 0

Over Collateralized Securities Pledging Position
No Change to Basic Surplus

Government Guaranteed Loans
No Change to Basic Surplus

Cash flow (< 30 Days) from Securities not listed above
No Change to Basic Surplus

Other Liquid Assets (Int. Bearing Deposits, MM Mutual Funds, etc.)

TOTAL LIQUID ASSETS

0

35,969

0

0

164,589

N/A

Pct. Of 
Assets

25.7%

 

% of Assets

N/A N/A

N/A N/A

N/A

AVAILABLE BORROWING CAPACITY (PER POLICY)

Maturing Unsecured Liabilities (< 30 Days) Max Borrowing Capacity (per policy)

Deposit Coverages Current Outstanding Borrowings (Exc. Sweeps/Ret. Repos)
of Regular CDs Maturing < 30 Days
of Jumbo CDs Maturing < 30 Days Available Policy Authorized Borrowing Capacity
of Other Deposits

OTHER NOTES

10% 26,935

25% 1,895
30%

II.  SHORT TERM / POTENTIALLY VOLATILE LIABILITIES & COVERAGES

0

492 Policy Limits (Min.)

Well 
C it li d

< Well 
C it li d

36,387

152,637

116,250

of Total Deposits
6.4%

OTHER NOTES

TOTAL SHORT TERM / POTENTIALLY VOLATILE LIABILITIES & COVERAGES

BASIC SURPLUS

A. Maximum Borrowing Line at FHLB (Up to 50% of Assets)
B. Qualifying Loan Collateral at the FHLB (net of haircut)
C. Excess Loan Collateral (if A < B)

21.2%

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

2. Federal Reserve BIC line is secured by auto loans.
135,267

III. QUALIFYING FHLB LOAN COLLATERAL

Capitalized Capitalized

29,322

319,678
103,634

Maximum Borrowing Capacity (Lesser of A or B)
Collateral Currently Encumbered by Outstanding Advances/Letters of Credit

REMAINING FHLB LOAN BASED BORROWING CAPACITY

BASIC SURPLUS W/ FHLB

M i B d A th i d B k d D it C it (15% f T t l A t )

135,267 21.2%

103,634

IV. BROKERED DEPOSIT ACCESS

95 904

0

103,634

Page 42Page 42Page 23

Maximum Board Authorized Brokered Deposit Capacity (15% of Total Assets)
Current Brokered Deposit Balances

REMAINING CAPACITY TO UTILIZE BROKERED DEPOSITS

BASIC SURPLUS W/ FHLB & BROKERED DEPOSITS 36.2%231,171

0

95,904

95,904

Page 40



Remember…

Management’s Perspective on Liquidity and the Role of
Wholesale Funding WILL IMPACT its:

Deposit PricingDeposit Pricing
Loan Strategy
Investment StrategyInvestment Strategy
Growth Strategy
and, Therefore, ITS EARNINGS!
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How Much Liquidity Do We Need?

Funds Required Forecast – 90 Day Horizon:

Basic Surplus w/FHLB $51,426

Less: Net New Loans
Plus: Deposit Growth
Plus: Non-Liquid Security Maturities

4,000
1,500
1,200

Equals:  Expected Liquidity Position $49,946

Note:  $             Expected Security Cashflows < 90 days19,437

Page 44Page 44

$ p y y,
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How Much Do We Want to Pay for Liquidity?

NEW FUNDS COST ANALYSIS

Rate to be Paid on New Deposits: 1.50%

Current Balance in Accounts w/ Conversion Risk ($ millions) $1,102,597
Weighted Avg. Rate Paid on Funds Converted 0.12%

 All NMD Accounts 

MARKET RATE for 5Yr Funding 1.23%

MARGINAL COST
NEW BALANCES

Converted New Ratio

0% 100% 1.50%
10% 90% 9.0 : 1 1.65%

TOTAL BALANCE  IN NEW ACCOUNT

20% 80% 4.0 : 1 1.85%
30% 70% 2.3 : 1 2.09%
40% 60% 1.5 : 1 2.42%
50% 50% 1.0 : 1 2.88%
60% 40% 0.7 : 1 3.57%
70% 30% 0.4 : 1 4.72%
80% 20% 0.3 : 1 7.02%
90% 10% 0.1 : 1 13.92%
95% 5% 0.1 : 1 27.72%

N t Th i l t f h ld b d t th i t l t f lt ti f di

Page 45Page 45

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?

 Sources of IRR

Mismatch Risk – Differences in timing of 
maturities/repricingsmaturities/repricings

Option Risk – Options embedded in products/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

Page 46Page 46
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Yield Curve Risk

Asset
Yields

Funds 
Costs

June ’06
FF = 5.50%

June ’11

June ’04
FF = 1%

FF = 0.25%

May ’12
FF = 0.25%
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Annual Changes in FOMC Target Funds Rates

10

Avg. Annual Change in Fed Funds (1970-2010) = +/-180bp
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Interest Rate Risk – Ramps

BASE SIMULATION AS OF 3/31/2014 BASE SIMULATION -ALTERNATIVE SCENARIOS

10,400
Net Interest Income ($000)

10,400
Net Interest Income ($000)

9,350

8 300

9,350

7,250

8,300

7,250

8,300

5,150

6,200

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

5,150

6,200

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP

Year-1 NII Year-1 NII

Year-2 NII Year-2 NII

NII SUMMARY NII SUMMARY

29,570

30,138

Down 100BP Base Up 200BP Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP

28,40930,138

29,570 28,773

28,403

28,773

28,403 30,161

28,409

30,161

28,409 26,966

27,664

24,700

p p pp

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

29,385

29,539 33,096

29,385 31,03231,032

33,096

27,000

26,26926,269 29,539

27,000

29,860 34,653 37,32225,970 29,860 34,653 25,970

29,815

33,056

26,649

30,60434,194
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Interest Rate Risk – Shocks

11,075
Net Interest Income ($000)

9,700

6,950

8,325

5,575

NII SUMMARY

4,200
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Shock Down 100BP Shock Up 100BP Shock Up 200BP Shock Up 300BP Shock Up 400BP

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Year 5 NII

23,806

Shock Down 100BP Base Shock Up 100BP Shock Up 200BP Shock Up 300BP Shock Up 400BP

29,883 30,138 28,792 27,249 25,536

33,165

27,769 29,570 29,901 29,763 29,403 29,010

26,549 29,385 30,838 31,715 32,461

39 179

25,942 29,539 31,872 33,634 35,193 36,708

25 750 29 860 32 723 35 059 37 137

Page 50Page 50

Year-5 NII 39,17925,750 29,860 32,723 35,059 37,137
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Simulation: Time HorizonYield Curve Twist

3. Curve Flattens in Months 19-36 as 
Fed Tightens: Short end up 3.75%

2. Curve Steepens 
Over Next 18 Months 

1. Current Rates

as 2015 Fed Target for 
Tightening Nears: 
Long end up 1%
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Simulation: Time HorizonYield Curve Twist

10,400 Net Interest Income ($000)

9,350 Great earnings 
environment as curve 

steepens

Less actual rising rate 
risk due to timing of 3-

5 year loan resets

7,250

8,300

p y

6,200

NII SUMMARY

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 Up 400BP 24M Flat Up 500BP Yield Curve Twist

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Year-5 NII

Base Up 200BP Up 400BP 24M Flat Up 500BP Yield Curve Twist

29,570 28,773 26,966 24,700 30,612

30,138 28,403 28,409 27,664 30,448

29,539 33,096 34,194 30,604 29,332

29,385 31,032 29,815 26,649 28,069

29 860 34 653 37 322 33 056 30 662

Page 52

Year-5 NII

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%).
  
  

29,860 34,653 37,322 33,056 30,662
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Stress-Testing Recommendations
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Reporting Evolution

 Succinct and Informative ALCO Package Succ ct a d o at ve CO ac age
 Graphics and use of scorecards

 Liquidity/Liquidity Contingencyq y q y g y
 Interest Rate Risk
 Capital at risk
 Credit

 Focused, Decision-Oriented Agenda 
i l i Potential Strategy Documentation

 Stress-Testing Section
 More Formal Assumption Review/Approval
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Executive Risk Summary

LIQUIDITY
Basic Surplus (Min.) 

Basic Surplus w/ FHLB (Min.) 

Basic Surplus w/ FHLB & Brokered (Min.) 

Borrowings / Assets (Max )  

Policy 
Guidelines 3/31/2014 12/31/2013 9/30/2013

20 00%

6/30/2013 3/31/2013 HIGHMODERATE
Risk Assessment

0 0%

LOW

0 0%2 3% 1 6% 0 0%

36.8% 38.4%

14.5% 16.1%
  21.2% 20.3% 22.5% 26.8% 28.4%
  11.9% 9.8% 10.2%

  29.7% 30.3% 32.5%

Borrowings / Assets  (Max.) 

Brokered Deposits / Assets (Max.) 

Total Wholesale Funds / Assets  (Max.)

  
  

INTEREST RATE RISK
Earnings at Risk (Max.)

3.9%

20.00%

0.0%

0.0%
0.0%

0.0%1.6% 0.0%
1.6% 0.0% 0.0%

0.0%2.3% 1.6% 0.0%
0.0%

  
10.00%

g ( )
Pct.(%) Change in Net Interest Income with
+/- 200bps ramp (12 Mths)
Year 1 NII (% Change from Year 1 - Base)

Down 100BP 

Up 200BP 

Year 2 NII (% Change from Year 1 - Base)
Base 

Down 100BP 

Up 200BP  

-3.9%

-2.3% -3.3%
-1 8% -0 6% -1 6% -3 4% -2 6%

-2.7%-4.7%-4.8%
-0.8% -0.4% 0.8% 0.5% -1.0%

-5.3% -3.4%-5.2%
1.4% 1.0% 1.1% 1.8% 1.7%

  

  

-4.1%
  

Up 200BP 

Core Funding Utilization (Max.)
Base
Down 100BP
Up 200BP

NEV Analysis
Pre-shock NEV ratio
Post-shock NEV ratio 

Basis Point Change in NEV
P t Ch i NEV 

13.36%12.41%
13.37% 14.08%

10 71%

13.19% 12.95%

12 00%

14.09%

9 93%

11.36%
13.64% 12.67%

-97 -72 -89 -69 -131

38.2% 34.1%41.5%

35.0% 27.4%
32.6% 29.0% 29.4% 28.4% 16.0%

37.7%42.4% 36.1%
  

-1.8% -0.6% -1.6% -3.4% -2.6%

50 00% 13 10%

48.5%

10 60%

39.6%

3.00%
  

Percentage Change in NEV 

Policy Guidelines are for +300 scenario. See NEV report for detail.
  
  

CAPITAL RATIOS
Net Worth Ratio 

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

+300 +300 +300
-10.71%

11.86% 11.72% 11.78%

-12.00%
-100

-9.93%

11.45%

+300

  
  

-50.00% -13.10%

11.82%

-10.60%

p
  

OTHER BALANCE SHEET INFORMATION
Balance Sheet Spread
Total Assets (Millions)
Investments (Millions)
Gross Loans (Millions)
Deposits (Millions)
Borrowings (Millions)
Net Loans / Assets  

$465.9 $454.8
$533.0

$0.0
76 2% 75 3%

$533.7 $536.8 $539.4
$0.0$0.0$10.0

$490.9$497.2$502.1
$98.5$99.0

$618.1
$125.4 $132.4

$611.4
2.55% 2.52%

$613.2 $606.0
2.56%

$15.0

$641.9
2.81%

$116.4

$551.6

80 6%85 00% 78 6% 80 8%

2.51%

Page 55Page 55Page 3

Net Loans / Assets 

Net Loans / Deposits 

Loan Loss / Loans

  
  

0.46% 0.45%
86.6% 85.6%
76.2% 75.3%

  
95.00%

0.47% 0.47%
91.5% 93.6% 91.8%

0.45%

80.6%85.00% 78.6% 80.8%
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5 Key Questions Answered So Far:  Now What ?

1) Do we have adequate capital?) q p

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?5) What is our exposure to changes in interest rates?

6) What action is required to align our performance goals with 

How do we do this?

our risk posture?

Page 56Page 56

How do we do this?
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Effective Strategy Development

ALCOs need to look at a variety of strategic options 
and not focus on the past in order to survive andand not focus on the past in order to survive and 

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

 Pressure on Gross Revenues
 Weak loan demand 
 Loan pricing pressures

CU

 Borrowers refinancing (fixed…are we selling?)
 Unattractive investment yields
 Fee income way down Fee income way down 

 Limited Funding Cost Relief CU

 Can’t get below zero
 Money flow into banking system…for Insurance
 Discomfort to fully test elasticity of deposits Discomfort to fully test elasticity of deposits

 Costs of Regulation & Compliance (and ALM consultants!)
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Key Issues

 Impact to NII if Rates Remain Low for 2015-2017
 Loan pricing pressures to continue
 Emphasis on 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 Detail

 Selective Funding Extensions as Loan Growth Materializes

 Wholesale Funding Will Become of Greater Importance for Most if 
M i P l !

Page 59Page 59

Managing Properly!
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Interest Rates…A Top of Mind Issue

Focus = Rising Ratesg
(When? How Much? How Fast?)
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Perspective:  “Buying Insurance”

 INSURANCE:  Funding Extensions 

How Much Need?

How Long Need It?How Long Need It?

What Are My Choices?

How Much Cost?

What Can I Afford? 

How Can I Reduce Cost?

Page 61

How Can I Reduce Cost?
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Interest Rate Risk (IRR):  3 Perspectives

RegulatoryRegulatory

The “Market”

Credit Union

Page 62Page 62Page 60



Interest Rate Risk (IRR):  3 Perspectives

Regulatory: T ifi d f Ri i R tRegulatory: Terrified of Rising Rates 

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

 Asset Durations Have Been Increasing

 Depositor Preference for Short-Term Liquidity

 How Core Are “Core Deposits” ?

Page 63Page 63Page 61



Interest Rate Risk:  3 Perspectives

Regulatory: T ifi d f Ri i R tRegulatory: Terrified of Rising Rates 

….NOT Just Interest Rate Risk….NOT Just Interest Rate Risk

Capital (OCI)

Li idit Ri kLi idit Ri kLiquidity RiskLiquidity Risk

Impact  to Your Credit Union?Impact  to Your Credit Union?
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Interest Rate Risk:  3 Perspectives

The “Market”: When Will “Rates” Rise?The Market :  When Will “Rates” Rise?

Short Rates: Fed Funds FuturesShort Rates:  Fed Funds Futures

Long Rates:  2 vs. 10 Yearg

Page 65Page 65Page 63



Interest Rate Risk:  3 Perspectives

The “Market”: When Will “Rates” Rise?The Market :  When Will “Rates” Rise?
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Interest Rate Risk :  3 Perspectives

The “Market”: The Cost Of InsuranceThe Market :  The Cost Of Insurance

The Hockey Stick Dilemma
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Interest Rate Risk (IRR):  3 Perspectives

Credit Union: S W l Hi h R t OthCredit Union: Some Welcome Higher Rates, Others 
Loathe

BASE SIMULATION -ALTERNATIVE SCENARIOS

37,925
Net Interest Income ($000)

26,225

32,075

14,525

20,375

8,675
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP
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Interest Rate Risk (IRR):  3 Perspectives

Credit Union: Some Can Readily Afford Insurance, 
Others Can’t

BASE SIMULATION AS OF 12/31/2013

3,350

Net Interest Income ($000)

3,050

3,200

2,750

2,900

Page 69Page 69

2,600

Base Down 100BP Up 200BP
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Interest Rate Risk (IRR):  3 Perspectives

Credit Union: Some Need A Little, Others Need A 
Lot 

BASE SIMULATION -ALTERNATIVE SCENARIOS

144,975
Net Interest Income ($000)

115,725

130,350

86,475

101,100

Page 70Page 70

71,850
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP
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Interest Rate Risk (IRR):  3 Perspectives

Credit Union: Some Need Short-Term, Others Need 
Long-Term

16,975
Net Interest Income ($000)

14,375

15,675

13,075

10,475

11,775

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BPBase Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP
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Interest Rate Risk (IRR):  3 Perspectives

Credit Union: …While Some Can “Self Insure”/Grow

21,050

23,275

14 375

16,600

18,825

12,150

14,375

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

Base Simulation as of 5/31/2013 Growth Model

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

5,825

7,175

8,525
et te est co e ($000)

5,825

7,175

8,525

3,125

4,475

3,125

4,475

Page 72Page 72

1,775
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Up 200BP Up 400BP 24M Flat Up 500BP

1,775
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Up 200BP Up 400BP 24M Flat Up 500BP
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Interest Rate Risk (IRR):  3 Perspectives

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
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Interest Rate Risk (IRR):  3 Perspectives

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
 P i C t G l I C it l 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 For Most CUs, Sustained Low/Lower Rates  WORST OUTCOME

 Anticipated “Events” Anticipated Events
 Merger
 Branch expansion or sale
 R d ti i NPA/OREO Reductions in NPA/OREO

 Some Have Strong Current Attitudes Re: Bond Markets
 Rates not going anywhere anytime soon

Page 74Page 74

 Rates not going anywhere anytime soon
 If rates rise significantly = Strong Economy (Growth Opportunities)

Page 72



Rising Rate Exposure?:  “Two” logical Choices

 Shorten Assets
i d l “C i ” G l i A ? Business Model “Capacity” to Generate Floating Assets?

 Customer Preferences for Long-Term Fixed Rate

Lengthen LiabilitiesLengthen Liabilities
 How Lengthen NMDs?
 What about CDs?
 Wholesale Alternatives:  How Much Short-Term Have Today?
 Are We Prepared to “Borrow” Money from FHLB (vs. members!) 

Page 75Page 75Page 73



“Insurance” Choices

 Shorten Assets
 Strategic Implications: Loan Strategy 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)

 Stand Alone Derivatives:  Swaps (and Caps) ?
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Key ALCO Issue

Rising Rate ReadinessRising Rate Readiness

Strategies and Implications
Page 77

Strategies and Implications
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ALCO Agenda – Example

I. Current Position Summary
1. Earnings
2 Liquidity2. Liquidity
3. Interest Rate Risk
4. Capital
5 Important Operating Trends/Issues5. Important Operating Trends/Issues

and Implications

II. Strategy FormulationII. Strategy Formulation
1. Objectives
2. Strategy Elements
3. Interest Rate Environment/Yield Curve

III. Potential Strategies (Actions/Results/Risks)

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

Page 78Page 78

V. Other Items
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Strategy Development & Documentation

Potential Strategy Expected Results Risks

• Describe the purpose 
of the potential

• Summarize the 
specific impact on:

• Describe the various 
risks such as:of the potential 

strategy and the 
nature of the 
transaction

specific impact on:
 IRR

 Liquidity

risks such as:
 Opportunity costs

 Prepaymenttransaction

• Provide the financial 
characteristics or

 Capital/Earnings

 Other?

 Extension

 Credit
characteristics or 
details  Etc.
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Market with Strong Loan Demand
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Reinvest Investment Cash Flow into 30-Year FR Loans!

Base Simulation as of 9/30/2013 Alt Investment Cash Flow Assumption - Loans

8,150

Net Interest Income ($000)

8,150

Net Interest Income ($000)

5,650

6,900

5,650

6,900

1 900

3,150

4,400

1 900

3,150

4,400

Year-1 NII Year-1 NII

NII SUMMARY NII SUMMARY

Down 100BP Base Up 200BP Flat Up 500BP Yield Curve Twist Down 100BP Base Up 200BP Flat Up 500BP Yield Curve Twist

19,254 19,478 18,679 18,330 19,775 19,934 20,079 19,270 18,869 20,359

1,900
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Flat Up 500BP Yield Curve Twist

1,900
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Flat Up 500BP Yield Curve Twist

Year-2 NII Year-2 NII

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

16,686 18,461 17,968 15,871 19,486 19,292 20,547 19,963 17,529 21,363

14,544 17,766 18,969 16,774 17,540 18,697 21,286 22,238 19,011 20,327

13,295 17,574 20,226 19,596 17,815 18,753

24,411

22,620 24,887 22,550 21,461

12,205 17,184 21,659 23,230 20,332 18,956

CHANGE / DIFFERENCE IN RESULTS

23,812 27,785 26,741

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Y 5 NII

Down 100BP Base Up 200BP Flat Up 500BP Yield Curve Twist

590 538 584680 601

1,995 1,658 1,8772,606 2,087

4,152 3,521 3,268 2,237 2,787

5,458 5,046 4,661 2,954 3,647

6 752 6 628 6 126 3 511 4 079

Page 81Page 81

Year-5 NII

NOTE: In the base simulation, all investment cash flow is assumed to roll into a blend of 2-5 year Agencies and Investment CDs.  
            This alternative simulation assumes that all investment cash flow will fund 30 Yr Residential mortgages @ 4.25%.

6,752 6,628 6,126 3,511 4,079
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30-Year Jumbo Loans Funded by 3-5 Year FHLB Ladder

Base Model as of 3/31/2013 $50MM 30yr Jumbo

13,975
Net Interest Income ($000)

13,975

Net Interest Income ($000)

11,775

12,875

11,775

12,875

9,575

10,675

9,575

10,675

NII SUMMARY NII SUMMARY

Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP

8,475
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

8,475
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

Year-1 NII Year-1 NII

Year-2 NII Year-2 NII

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

41,982 42,159 41,200 41,217 41,038 43,524 43,704 42,750 42,768 42,588

39,619 40,509 41,930 42,620 42,857 41,143 42,054 43,517 44,216 44,454

38,821 39,996 43,103 45,747 45,715 40,327 41,553 44,722 47,389 47,333

38,262 39,534 43,856 47,749 47,914 39,829

51,426

41,188 45,308 48,964 48,901

38,241 39,571 45,055 50,443 51,054 39,897 41,347 46,362 51,248

Year-1 NII

Year-2 NII

Year-3 NII

CHANGE / DIFFERENCE IN RESULTS

Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP

1,550 1,550 1,5501,542 1,545

1,587 1,597 1,5971,524 1,545

1,505 1,557 1,618 1,642 1,619

Page 82Page 82

Year-4 NII

Year-5 NII

1,568 1,654 1,453 1,216 987

1,656 1,776 1,307 806 372
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Loan Growth Simulation

Base Simulation as of 6/30/2014 Loan Growth Simulation

18,825
Net Interest Income ($000)

18,825
Net Interest Income ($000)

12,300

14,475

16,650

12,300

14,475

16,650

7,950

10,125

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
7,950

10,125

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Year-1 NII Year-1 NII

Year-2 NII Year-2 NII

NII SUMMARY NII SUMMARY

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

47,580 47,945 45,995 46,007 48,381 49,896 50,469 48,377 48,389 51,140

43,756 47,570 46,341 44,286 49,308 48,156 52,603 51,059 48,087 54,860

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

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

Y 1 NII

40,664 47,049 49,288 47,754 45,785 44,943 52,079 54,257 51,319 49,353

40,666 49,079 53,900 55,259 48,000 44,858

56,085

54,112 59,070 59,575 50,709

39,619 49,513 56,979 61,780 52,973 43,754

CHANGE / DIFFERENCE IN RESULTS

54,540 62,291 66,646

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

2 382 2 382 2 7592 315 2 524Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Year-5 NII

2,382 2,382 2,7592,315 2,524

4,717 3,801 5,5514,400 5,032

4,279 5,030 4,969 3,565 3,568

4,193 5,033 5,170 4,316 2,708

4,135 5,028 5,312 4,866 3,112

Page 83Page 17

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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$50 MM Loan Growth: 10/1 ARMs at 3.50% Using Cash 

Base Scenario As of 06/30/2014 Loan Growth

34,550
Net Interest Income ($000)

34,550
Net Interest Income ($000)

25,500

30,025

25,500

30,025

11 925

16,450

20,975

11 925

16,450

20,975

Year-1 NII Year-1 NII

NII SUMMARY NII SUMMARY

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

77,274 77,123 76,901 76,945 77,859 78,510 78,409 77,906 77,950 79,237

11,925
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

11,925
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

Year-2 NII Year-2 NII

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

73,224 76,337 84,299 84,856 79,723 74,785 77,962 85,291 85,327 81,328

68,207 74,996 91,985 102,692 85,978 69,730 76,621 93,050 102,876 86,432

65,407 74,289 95,890 114,136 99,038 66,897

107,511

75,914 97,021 114,487 99,114

63,811 73,860 98,215 120,628 107,351 65,271

CHANGE / DIFFERENCE IN RESULTS

75,485 99,403 121,128

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

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

1,005 1,005 1,3781,237 1,286

991 472 1,6041,561 1,625

1,523 1,625 1,065 184 454

1,490 1,625 1,130 351 76

Page 84Page 84Page 19

Year-5 NII

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

1,460 1,625 1,188 499 160
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Market with Weak Loan Demand
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Strategy: $10MM MBS Purchase

Base Simulation as of 2/28/2014 $10MM MBS Purchase

2,950

Net Interest Income ($000)

2,950

Net Interest Income ($000)

2,550

2,750

2,550

2,750

1 950

2,150

2,350

1 950

2,150

2,350

Year-1 NII Year-1 NII

NII SUMMARY NII SUMMARY

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

9,276 9,118 8,927 8,927 9,205 9,521 9,361 9,073 9,073 9,450

1,950
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

1,950
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

Year-2 NII Year-2 NII

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

9,174 9,198 9,362 9,047 9,549 9,413 9,442 9,424 9,012 9,771

8,951 9,256 9,942 9,756 9,242 9,178 9,500 10,027 9,664 9,315

8,788 9,285 10,392 10,685 9,837 9,005

10,443

9,529 10,498 10,638 9,914

8,688 9,271 10,623 11,255 10,340 8,896

CHANGE / DIFFERENCE IN RESULTS

9,514 10,747 11,247

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

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

147 147 245245 244

62 -35 222239 244

228 244 85 -92 72

217 244 106 -47 77

Page 86Page 86Page 20

Year-5 NII

Purchase $5MM of 15Yr MBS at 2.29% and $5MM of 30Yr MBS at 3.19% funded by short-term borrowings at 0.30%.
Purchase occurs in month one of the model.

208 244 124 -8 103
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Strategy: $10MM MBS Purchase (same CU)

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

3,125

Net Interest Income ($000)

3,125

Net Interest Income ($000)

2,675

2,900

2,675

2,900

2,225

2,450

2 000

2,225

2,450

Year-1 NII Year-1 NII

NII SUMMARY NII SUMMARY

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

9,812 9,657 9,402 9,402 9,738 10,004 9,852 9,566 9,566 9,935

2,000
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

2,000
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

Year-2 NII Year-2 NII

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

9,600 9,695 9,770 9,385 10,007 9,774 9,889 9,853 9,432 10,201

9,245 9,698 10,363 10,136 9,561 9,420 9,893 10,404 9,994 9,613

9,038 9,696 10,760 10,972 9,962 9,198

10,435

9,891 10,820 10,871 9,950

8,923 9,677 11,005 11,590 10,471 9,073

CHANGE / DIFFERENCE IN RESULTS

9,872 11,082 11,524

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

CHANGE / DIFFERENCE IN RESULTS

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

164 164 197192 195

83 46 194175 195

175 195 40 -141 51

160 195 60 -102 -12

Page 87Page 87Page 18

Year-5 NII

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%.
  
  

150 195 77 -65 -36

Page 85



$10 MM Loan Purchase Funded Short

Base Model as of 4/30/2014 $10M Purchased Loans

4,125

Net Interest Income ($000)

4,125

Net Interest Income ($000)

3,025

3,575

3,025

3,575

1,375

1,925

2,475

1,375

1,925

2,475

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Year-1 NII Year-1 NII

Year-2 NII Year-2 NII

NII SUMMARY NII SUMMARY

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

10,214 10,355 10,608 10,688 10,471 10,497 10,629 10,787 10,867 10,747

9 176 9 992 11 056 10 956 10 517 9 463 10 271 11 158 10 963 10 778

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

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

Year-2 NII Year-2 NII

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

9,176 9,992 11,056 10,956 10,517 9,463 10,271 11,158 10,963 10,778

8,480 9,863 11,626 11,990 10,515 8,758 10,146 11,753 11,941 10,583

8,230 9,953 12,185 13,167 11,063 8,501

11,842

10,239 12,334 13,160 11,031

7,645 9,715 12,652 14,532 11,852 7,910

CHANGE / DIFFERENCE IN RESULTS

10,005 12,820 14,563

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

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Year-5 NII

p p

179 179 276283 274

102 7 260287 279

278 283 127 -48 68

271 286 149 -7 -32

265 290 168 30 -10

Page 88Page 88

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
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Purchase “Discounted” 30-Year MBS Funded with
Laddered FHLB Advances

Base Simulation as of 9/30/13 MBS Purchases

3,925

Net Interest Income ($000)

3,925

Net Interest Income ($000)

3,225

3,575

3,225

3,575

2,525

2,875

2,525

2,875

Year-1 NII Year-1 NII

NII SUMMARY NII SUMMARY

Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP

11,710 11,727 11,548 11,557 11,497 12,010 12,034 11,855 11,864 11,799

2,175
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

2,175
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

Year-2 NII Year-2 NII

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

11,115 11,272 11,542 11,518 11,347 11,427 11,599 11,811 11,750 11,538

10,646 10,943 11,808 12,162 11,862 10,956 11,279 12,052 12,290 11,897

10,237 10,710 12,094 13,081 12,958 10,556

14,181

11,066 12,323 13,158 12,904

10,011 10,592 12,453 14,081 14,198 10,321

CHANGE / DIFFERENCE IN RESULTS

10,948 12,700 14,197

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP

308 308 302300 307

269 232 190313 327

310 336 243 128 35

319 357 229 78 -54

Page 90Page 90

Year-5 NII

$10MM of 30Y Jumbo MBS @ 3.74% is funded with $4MM of 1Y FHLB, $3MM 2Y FHLB, and $3MM 3Y FHLB. 

310 357 247 116 -17
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Pre-investment of Investment Cash Flows

Base Simulation as of 9/30/2013 $35MM Pre-Investment Strategy

6,225

Net Interest Income ($000)

6,225

Net Interest Income ($000)

4 275

4,925

5,575

4 275

4,925

5,575

2,975

3,625

4,275

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2,975

3,625

4,275

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Year-1 NII Year-1 NII

Year-2 NII Year-2 NII

NII SUMMARY NII SUMMARY

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

15,897 15,730 14,911 14,911 15,956 16,326 16,101 15,200 15,200 16,265

15,300 15,861 15,472 14,748 16,787 15,687 16,065 15,494 14,671 16,936

Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q

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

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

14,756 16,161 17,284 17,062 16,098 15,133 16,364 17,223 16,863 16,434

14,431 16,383 18,689 19,741 16,313 14,766

17,970

16,586 18,714 19,723 16,671

14,237 16,577 19,826 21,958 17,489 14,533

CHANGE / DIFFERENCE IN RESULTS

16,780 19,927 22,099

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

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Year-5 NII

289 289 309429 371

21 -76 150387 203

378 203 -61 -198 336

334 203 25 -18 358

296 203 101 141 481
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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 Advances to Lock in Funding

Base as of 12/31/2013 $50MM FHLB Extension

12,075
Net Interest Income ($000)

12,075
Net Interest Income ($000)

7 800

9,225

10,650

7 800

9,225

10,650

4,950

6,375

7,800

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
4,950

6,375

7,800

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Year-1 NII Year-1 NII

Year-2 NII Year-2 NII

NII SUMMARY NII SUMMARY

Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP

34,618 34,068 32,140 32,125 31,104 33,708 33,174 31,776 31,761 30,886

33,246 34,422 31,711 29,230 26,129 32,324 33,530 31,803 29,864 27,172

Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q Q

Base Down 100BP Up 200BP Up 400BP 24M Flat Up 500BPBase Down 100BP Up 200BP Up 400BP 24M Flat Up 500BP

Year-3 NII Year-3 NII

Year-4 NII Year-4 NII

Year-5 NII Year-5 NII

31,991 34,417 33,936 30,726 26,615 31,067 33,522 34,026 31,815 28,231

31,210 34,577 36,350 35,609 30,839 30,288

37,270

33,684 36,442 36,701 32,458

30,860 35,071 39,235 41,128 35,651 29,938

CHANGE / DIFFERENCE IN RESULTS

34,179 39,327 42,220

Down 100BP Base Up 200BP Up 400BP 24M Flat Up 500BP

Year-1 NII

Year-2 NII

Year-3 NII

Year-4 NII

Year-5 NII

-364 -364 -218-911 -894

92 633 1,043-922 -892

-925 -895 89 1,089 1,616

-922 -892 92 1,092 1,619

-922 -892 92 1,092 1,619
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$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Misinterpreting Your True Risk Profile Can Have 
Disastrous Results
 D t Data

 Assumptions

ALCO is a Profit Center, Not a Regulatory 
Compliance Toolp

 Information Drives Decision Making, Not Data
h ld bALCO’s Focus Should be on Forward Looking 

Strategies, Not Historical Review
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Questions
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About DCG

 DCG provides balance sheet management solutions for banks, thrifts and 
credit unions across the United States Our 90+ person professional teamcredit 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 
d i f i i i b $20 illi d $200 billi iadvice 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’s menu 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 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

Page 97Page 97

 Comprehensive model and assumption validation services in support of OCC 
Bulletin 2011-12 compliance.

Page 95



About DCG (cont’d)

 Find out more about balance sheet management by visiting our g y g
website DarlingConsulting.com:
 DCG WEBSITE – Articles on profit and risk managementp g
 Gateway to additional banking industry information/research
 Register for the annual balance sheet management conference in Boston
 Upcoming ed cational e ents aro nd the co ntr 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 managementthat address a variety of topical balance sheet and risk management 
issues

 To register:
 Visit us:  DarlingConsulting.com
 E-mail us:  info@darlingconsulting.com
 Call us: 978 463 0400
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 Call us:  978.463.0400
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