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ObjectivesObjectives

• Current trendsCurrent trends
• Recent regulatory releases

C d    h• Consider a new approach
– Better liquidity and NIM management
– Meet changing examiner expectations



Senate Financial Reform BillSenate Financial Reform Bill

• Provide for transparency of derivativesProvide for transparency of derivatives
• Separate regulation of large banks
• “Streamlines” federal bank supervision• Streamlines  federal bank supervision
• Stronger enforcement of regulations currently on the 

booksbooks
– Higher capital standards
– Stronger liquidity requirementsg q y q
– “Traditional” bank balance sheets



Regulatory UpdatesRegulatory Updates

• Interagency Policy Statement on ALLL (12/3/2009)Interagency Policy Statement on ALLL (12/3/2009)
• Interagency Advisory on IRR (1/7/2010)
• 10-CU-02  Business Lending (1/20100• 10-CU-02  Business Lending (1/20100
• 10-CU-03  Concentration Risk (3/2010)
• Interagency Policy Statement on Funding and • Interagency Policy Statement on Funding and 

Liquidity Risk Management (3/22/2010)



Current Trends
• US Consumer savings*

– 11/2009 4.7%
2/2010 3 4%– 2/2010 3.4%

– 3/2010 3.1%

• US Consumer debt **
– 2005 +4.5%
– 2006 +4.1%
– 2007 +5.7
– 2008 +1.5%
– 2009 -4.4%
– 2010 YTD -0.4%

* Source: US Department of Commerce, Bureau of Economic Analysis
** Source:  Federal Reserve Statistical Releases



Current TrendsCurrent Trends

• Will the funding always be there?Will the funding always be there?
– Retail deposit growth is very competitive
– Wholesale funds have regulatory stigmaWholesale funds have regulatory stigma

• Regulation is pointing towards bringing back 
the traditional depository structurep y

• Failure to consider long-term liquidity will 
compress NIMp



Interagency Policy Statement on Funding 
d Li idi  Ri k M  (3/22/2010)and Liquidity Risk Mgt (3/22/2010)

• Provides framework that stresses diversity of Provides framework that stresses diversity of 
funding sources

• Creates guidance for risk that occurs in • Creates guidance for risk that occurs in 
correspondent banking relationships
D     d   • Does not impose requirements, does not 
intend on replacing examiner’s guides



Interagency Policy Statement on Funding 
d Li idi  Ri k M  (3/22/2010)and Liquidity Risk Mgt (3/22/2010)

• Three weaknesses of most financial Three weaknesses of most financial 
institutions

Insufficient holdings of liquid assets– Insufficient holdings of liquid assets
– Funding illiquid assets with volatile short-term 

liabilitiesliabilities
– Lack of meaningful cash-flow projections and 

liquidity contingency plansliquidity contingency plans



Interagency Policy Statement on Funding 
d Li idi  Ri k M  (3/22/2010)and Liquidity Risk Mgt (3/22/2010)

• Emphasis of guidance is onEmphasis of guidance is on
– Cash-flow projections

Diversified funding sources– Diversified funding sources
– Stress testing

C hi  f li id t– Cushion of liquid assets
– Strong contingency funding plan



Interagency Policy Statement on Funding 
and Liquidity Risk Mgt (3/22/2010)q y g ( )

• Items that your policy needs to include:
– Cash flow projections over specified time horizons for p j p

both expected and adverse conditions
– Target amounts of liquid assets
– Measures for unstable liabilities

• Wholesale funding/total assets ratio
• Volatile deposits/total deposits ratiop p
• Short-term borrowings/total funding ratio

– Concentration limits that address diversity of funding 
sources



Basel Committee on Banking Supervision

• International Framework for Liquidity Risk 
Measurement, Standards and MonitoringMeasurement, Standards and Monitoring
– www.bis.org
– Published 12/2009
– Open for comment until 4/16/2010
– “Key element of the financial crisis was inaccurate and 

ineffective management of liquidity risk”



Basel Committee on Banking Supervision

• Four main recommendations
Li idit  C  R ti– Liquidity Coverage Ratio

– Net Stable Funding Ratio
– Address contractual maturity mismatch
– Address concentration of fundingg



Basel Committee on Banking Supervision

• Liquidity Coverage Ratio
– High quality liquid assets/Net cash outflows < 30 daysHigh quality liquid assets/Net cash outflows  30 days
– Ratio must be > 100%
– High quality liquid assets:

• Cash
• Central bank reserves
• Marketable securities (deep repo market exists)Marketable securities (deep repo market exists)
• Corporates (A- or better)
• Government or central bank debt

C l b k li ibl• Central bank eligible



Basel Committee on Banking Supervision

• Net Stable Funding Ratio

Available Amount of Stable Funding (ASF)
Required Amount of Stable Funding (RSF)Required Amount of Stable Funding (RSF)

– Ratio must be > 100%



Basel Committee on Banking Supervision

• ASF
– 100% Factor

• Total Capital
• Preferred Stock w maturity > 1yr
• Total liabilities with effective maturity  > 1yr

– 85% Factor
• Stable non-maturity retail deposits and term deposits < 1yr

– 70% Factor
• Less stable retail deposits < 1 yr (i.e. uninsured amounts)

– 50% Factor
• Unsecured wholesale funding
• Retail deposits provided by non-financial corporate customers



Basel Committee on Banking Supervision
• RSF

– 0% Factor
• Cash, money market instrumentsCash, money market instruments
• Securities with maturities < 1yr

– 5% Factor
• Unencumbered UST’s, AGY, claims on central banks > 1yr , , y

– 20% Factor
• Unencumbered corporate securities > 1yr and at least AA rated

– 50% Factor50% Factor
• Gold, Equities
• Corporates AA- to A-
• Loans to corporate clients w maturity < 1yr

– 85% Factor
• Loans to retail clients w maturity < 1yr

– 100% Factor – all other assets



Basel Committee on Banking Supervision

• Address the contractual maturity 
mismatchmismatch
– Sources and uses report

A l  l i   ifi  i  h i– Apply analysis to specific time horizons
– Stress test some of your assumptions

P• Prepayments
• Non-maturity deposit runoff
• CD Renewals• CD Renewals



Basel Committee on Banking Supervision

• Concentration of funding sources
Identify significant counterparties– Identify significant counterparties

• More than 1% of total liabilities in aggregate

Identify significant product/instrument– Identify significant product/instrument
• More than 1% of total liabilities in aggregate



Traditional Liquidity Analysis
Liquidity: Funding Needs:
Cash & Due 23,591$      Overnight Borrowings 27,122$      

Traditional Liquidity Analysis

Cash & Due 23,591$      Overnight Borrowings 27,122$      
Interest Bearing Balances 1,486 Other Borrowings Due <30 Days -              
Fed Funds Sold -              10% of CDs Maturing <30 Days 22,016        
Investment Securities 216,061      10% of Jumbo CDs Maturing <30 Days 6,400          
     Less Pledged to Borrowings (131 664)     5% NMD Runoff (Worst Case) 19 545             Less Pledged to Borrowings (131,664)     5% NMD Runoff (Worst Case) 19,545        
Residential Mortgages 165,858      Total Needs 75,084        
     Less Pledged to Borrowings (127,880)     
Loans Held for Sale 28,355        Basic Surplus 120,770      
Saleable Loans (cc  student) 20 047        Total Surplus (w/borrowings) 235 770      Saleable Loans (cc, student) 20,047        Total Surplus (w/borrowings) 235,770      
Brokered CD Capacity 75,000        Total Assets 1,053,690   
Lines of Credit 40,000        Liquidity Ratio 11%
Liquidity Sources 310,854      Liquidity Ratio (incl. borr. cap.) 22%



Traditional Liquidity AnalysisTraditional Liquidity Analysis

• Liquidity is usually only a major concern at Liquidity is usually only a major concern at 
problem institutions

• “Pass / Fail” threshold was the defaultPass / Fail  threshold was the default
• Regulators developed standard analysis 

methodsmethods
– Geared towards identifying failure threats
– Focused on liquidation viewq



Weaknesses of 
T di i l A l iTraditional Analysis

• Static viewStatic view
• Dated financials
• Does not account for:• Does not account for:

– Asset growth
Deposit behavior– Deposit behavior

• All funding is created equal
No consideration of broader ALM impact• No consideration of broader ALM impact



Improved Liquidity AnalysisImproved Liquidity Analysis

• Approach liquidity measurement like IRRApproach liquidity measurement like IRR
• Incorporate strategic plan and budget

M  l  f  d   h• Measure results for distinct time horizons
• Evaluate scenarios

– Interest rate changes may only be an element
– Consider best / worst / most likelyy

• Dynamic cash flows



Step 1:  Compile Realistic NumbersStep 1:  Compile Realistic Numbers

• Cash & Due is not completely liquid
• Determine true asset sale/pledge values

– Show at current market values
– Haircuts often apply for pledging
– Many loan types require time to liquidate

• Accurately reflect borrowing capacity
– FHLB or Corporate CU lines should be questioned
– FHLB-required stock purchases should be netted
– Collateral must be categorized properly
– Brokered CDs take several days to settle



Step 2:  ForecastStep 2:  Forecast

• Project asset and deposit growth
• Forecast realistic deposit volatility
• Remember other key funding needs

– Dividend payments
– Debt service
– Derivative contracts
– Anticipated acquisitions

• Apply scenarios and rate shocks to identify 
risks



Step 3:  Report & Analyze
Primary Liquidity:

Category 12/31/08 1 month 3 months 6 months 12 months
Cash & due 23,591 23,591 23,591 23,591 23,591
     Less operating needs (5,898) (5,898) (5,898) (5,898) (5,898)
Interest-bearing balances 1,486 1,486 1,486 1,486 1,486
FHLB gross borrowing capacity 345,015 345,015 345,015 345,015 345,015
     Less current borrowings (259,544) (180,000) (180,000) (180,000) (180,000)
     Less FHLB stock  purchase needed (2,000) (2,000) (2,000) (2,000)
Forecasted New Deposits 5,384 16,288 32,986 67,655

Total Primary Liquidity 104,650 187,578 198,482 215,180 249,850

Secondary Liquidity:
C t 12/31/08 1 th 3 th 6 th 12 thCategory 12/31/08 1 month 3 months 6 months 12 months

Brokered CD Availability 0 50,000 50,000 50,000 50,000
National CD Availability 0 10,000 20,000 20,000 20,000
Guaranteed LOCs 0 0 0 0 0

Total Secondary Liquidity 0 60,000 70,000 70,000 70,000

Potential Funding Outflow:
Category 12/31/08 1 month 3 months 6 months 12 months

NMD Runoff Forecast 724 2,534 7,601 15,201 30,403
Maturing CD Runoff Forecast 1,093 4,736 14,208 9,472 56,833
National CD Runoff Forecast 0 0 0 0 0
Maturing Brokered CDs (not renewed) 0 0 0 0 0Maturing Brokered CDs (not renewed) 0 0 0 0 0
Maturing Borrowings (not renewed) 0 0 0 0 0
Swap Payments 625 1,250 5,000
Dividend Payments 1,400 2,800 5,600
Forecasted Asset Growth 17,562 53,567 109,858 231,170

Total Potential Funding Outflow 1,817 26,231 76,001 138,582 329,006



Step 3:  Report & Analyze
Funding Coverage Forecast:Funding Coverage Forecast:
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Risk Limit Compliance:
C t Li it R lt

$0
09/30/04 1 month 3 months 6 months 12 months

Current Limit Result

Primary Surplus Coverage 5760.1% > 150.0% Pass 
Total Surplus Coverage 5760.1% > 250.0% Pass 
Primary Surplus / Assets 9.8% > 5.0% Pass 
Total Surplus / Assets 9.8% > 10.0% Fail 



BenefitsBenefits
• Integrates liquidity management into ALM program

F r ard l kin  and d namic• Forward-looking and dynamic
• Enables evaluation of impact on NIM from funding 

optionsoptions
• Helps ALCO members see choices more clearly

D t t   hi ti t d h t  • Demonstrates more sophisticated approach to 
liquidity management



Resources NeededResources Needed

• Reasonable budget processReasonable budget process
– Includes input from functional areas

Includes identification of key cash flow issues– Includes identification of key cash flow issues

• Effective forecasting model



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


