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Agenda

 Low Rates, Economic Uncertainty, Shrinking Margins & No End in 
Sight

 Quantifying Earnings Shortfall Ahead-Identifying Strategies to Offset

 Important Considerations for Strategy Development:
 Liquidity Position-Step #1
 Deposit Strategies
 Wholesale Funding
 Investment Strategies & Interest Rate Risk 
 Credit Risk/Capital Management
 Derivatives
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The Journey: Bond Market  Flashing Trouble Ahead

Pre-Pandemic Bond & Stock Markets at Odds…both not right!

Where Do We Go From Here?

Continue to Listen to the Balance Sheet

Seems to be  
Boundary?

What Were Deposit 
Rates?
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5 Year Treasury Rate Crashes-A Critical Banking Yield Point 
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Industry Concerns 

 Net Interest Margin
 Asset Yields 

 Loan Volume

 Deposit & funding Costs

 Liquidity
 Contingency Liquidity

 Pre-emptive Actions

 Near Term Forbearance Impact?

 PPP Lending

 Credit
 What Could Happen if…?

 ALLL?

 Capital

 Interest Rate Risk
 Low(er?) Rate Impact

SAMPLE
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QUANTIFYING EARNINGS SHORTFALL AHEAD-
IDENTIFYING STRATEGIES TO OFFSET

(FLASHBACK 2019 & NOW WHAT TO DO)
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Year End 2019- Over Year NII Comparison-Typical Profile 

Change in Yield Curve Level and Slope;
“How” to Fill the HOLE?
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Quarterly Balance Sheet Comparison & 1 Year Look Back

HIGHER NII
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Growth Year Over Year “Filled the Hole” 

12 month Balance Sheet Growth =$119MM
Offset 19bp Margin Compression
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THOUGHTS ON DEPOSITS
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Deposit Decay Projections

Deposits360°® Cross Institutional Database

Deposit outflow 

slowing materially as 

rates have moved 

downwards...

Source: Deposits360°®
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CD Maturity Retention vs. Attrition

Deposits360°® Cross Institutional Database

Source: Deposits360°®
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Strategize on Upcoming CD Maturities

Sourced by DCG Data as of 12/31

Source: Deposits360°®
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MCOF Discussion

BALANCE: $52,014

CURRENT RATE: 1.25%

RATE DECREASE

0.25% 0.50% 0.75%

15.00% 2.67% 4.08% 5.50%

30.00% 1.83% 2.42% 3.00%

45.00% 1.56% 1.86% 2.17%

Annualized NII Impact (000s) $130 $260 $390

RUNOFF 

PROTECTED

CDs Maturing 90 days
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Premium MMDA Example

Source: Deposits360°®
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Next Steps for ALCO to Consider

 Wholesale Funding

 Investments 

 Lending 

 Derivatives 
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Strategic Discussion - Investments

 Discuss Options in the Current Market – Risk/Return of Different Sectors
 Potential Unrealized Loss If/When Rates Rise…have discussion now

 What is Goal if Investing Today?
 Credit, interest rate and liquidity risk

 Influence of the Federal Reserve buying securities in the open market
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$100MM MJM Jumbo Purchase @$101 (compare to Loans)
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Corporate Bond Credit Spreads
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Term Swap Rate BBB Credit Spread Hypothetical Rate

3 Year 1.22% 1.40% 2.62%

5 Year 1.21% 1.40% 2.61%

7 Year 1.25% 1.40% 2.65%

10 Year 1.34% 1.40% 2.74%

Libor Swap Rate Change and Credit Spread Change

Term Swap Rate BBB Credit Spread Hypothetical Rate

3 Year 0.23% 2.80% 3.03%

5 Year 0.31% 2.80% 3.11%

7 Year 0.42% 2.80% 3.22%

10 Year 0.54% 2.80% 3.34%

2/1/2020

4/30/2020

What is your perception on how loan pricing has moved?

BofA BBB US Corporate Index OAS vs. 1 Month LIBOR Swap Rates
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Derivatives: A Tool for ALM Managers…size does not matter!
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All Roads…Lead to ALCO

Set the Right Tone @ ALCO
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Thank You!

Educational Resources

 Access DCG’s COVID-19 Webinar archive at 
darlingconsulting.com/speaking/webinars/

 Learn more about Liquidity360°® at darlingconsulting.com/alm-services/liquidity-
solutions/liquidity360/

Joseph C. Kennerson

Managing Director

Darling Consulting Group

jkennerson@darlingconsulting.com

Cell: 603-498-5852
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