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S U S A N N A  B L E V I N S

A N D

J O N A T H A N  F I N L E Y

Asset Liability Management
-Behind the Scene -

Last Year’s Recap

 Keys to success for liquidity and sensitivity 

 Program flow and fit

 Regulatory guidance

 Liquidity: Stress test assumptions should be 
appropriate for your institution

 Sensitivity: Major assumptions should be supported 
and make sense

 Importance of independent review and validation 
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This Year’s Objectives

 Offsite Monitoring

 Where Do SSB’s Stand?

 Discussion Topics

TDSML Monitoring

 Origin

 Evolved to be completely Call Report driven and 
include the entire industry
 Trend analysis of change in NIM over a 5 quarter period

 Long-term Assets to Total Assets

 NMD to LTA

 Continue to monitor liability-sensitive institutions 
through quarterly IRR Report requests

 Where does the information go and how is it used?
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FDIC Offsite Monitoring

 Implemented in Q4 2013

 Historic low rates
 Current focus: liability sensitive banks

 Measure 3 key items:
 Impact on net interest income

 Impact on EVE

 Potential investment portfolio depreciation

 Banks with IRR concerns may be contacted by 
regulators to discuss IRR program and risk 
mitigation strategies

Discussion Topic - Loans

 Composition of loan portfolio
 Maturities

 How much is floored?

 How much does it take to get these loans off their floors?
 Margin compression

 Credit Risk
 Can your borrower handle higher payments?

 Communication with borrowers

 Loan covenants 
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Discussion Topic – Fixed Rate Mortgages

 Extension risk

 Maturity mismatches

 How can you address these issues??

Discussion Topic – Mortgage Warehouse Activities

 Volume tends to decline during rising rates

 Impact on income and capital?
 Fluctuations in both numerator and denominator when 

calculating ratios

 Income and expense structure may differ depending on type of 
activity

 How can you mitigate these risks? 
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Discussion Topic – Investment Portfolio

 What are the maturities and yield?

 Potential for portfolio depreciation

 Liquidity implication

 Capital impact
 Basel III: one time election to exclude unrealized gains and 

losses

Discussion Topic - Deposits

 Customer sophistication 
 Don’t automatically assume your time deposits will go to term

 Customer retention
 Product migration 

 From DDA’s to other types of investments
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Discussion Topic – Hedging Instruments

 How does hedging activity affect your bank’s 
liquidity, earnings and capital?

 Sufficient pre-purchase analysis and post-purchase 
monitoring?

 Are there any termination agreements?
 If so, who has the right to terminate?

 Cost to terminate?

 Other exit strategies?

In Conclusion…

 S Component is a hot topic!

 Banks should
 Identify,

 Measure,

 Monitor, and

 Control risks.
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Questions?


