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1-888-394-8197, pass code 775629
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“BEST PRACTICES” BUDGETING BOOT CAMP : PRICING MODELS
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Pricing Models

PRICING MODELS

Overview



Pricing Models

Pricing Models (Offering Rates)
Offering Rates or Pricing is perhaps the most important assumption in an
ALM Model. It can also be the most difficult to develop as one needs to
consider future events.

All interest bearing accounts on the balance sheet require a Pricing Model!

Your Compass Model Needs to be told how each Product will Behave now
and under Different Rate Environments.

Total
EOM Mew Offering Total  Matunties Average
Balance Balance Rate  Maturities Hrate Interest “ield Balance
2011 | Manual | [UserEdi] Manual | [User Edi]
Dec 9,948 53,706 E17 10,256
2011 Jan 10,508 61 467 703 10,302
Feb 9,933 55217 713 10,090
b ar 9170 56,544 711 9,365
Apr 2971 52,237 7.65 8303
b gy 7950 48,479 714 7.991
Jun 7.3 45 842 718 £171
Jul 7523 EOM Yield: 43823 .87 7014
Aug 7.559 | E74] 45157 7.0 7581
Sep 7558 1.489] 5.25] 1.489 £.83 40,941 £.59 7550
Oct FkaLa aa0 525 8a0 .34 40,873 .37 7503
Mo FkaLa GG 525 EE2 £.74 38,735 .23 7503
Dec FkaLa 942 525 942 .55 33,091 £.09 7503
2012 Jan FkaLa 03 525 209 .97 38,253 5.97 7503
Feb 7504 271 525 271 7.34 35,352 5.490 7503




Pricing Models

PRICING ASSUMPTION
DEVELOPMENT

Procedures for Identitying
Behaviors



Pricing Models

Review with a Group

* ALCO

* Deposit Pricing Committee

Review Past Pricing Behaviors

Two good reasons to do the research:

* Makes creation of the models much easier

* You’ll have documentation to support the assumption



Where Should We Start?

CD Rate Chart As of 100411

Term Interest Rate APY™

3 Months 0.40% 0.40% Gather historical pricing information

G Manths 0.80% 0.80%

i Y i Interest Rates from Federal Reserve website:
12 Months 1.09% 1.10%

18 Months 1.19% 1.20%

24 Months 129% 130% http://www.federalreserve.gov/releases/h15/
30 Months 1.39% 1.40%

3Years 1.58% 1.60%

4 Years 1.73% 1.75%

5Years 2.13% 2.15%

Mar-06  Jun-06 Jul-06  Jun-07 Aug-07 Aug-07 Nov-07 Mar-08 Jun-08 Aug-08 Dec-08 Jan-09 Apr-09 Jul-09 Oct-09
6 Mo CDs 4.25 4.6 4.85 4.7 4.8 4.8 4.4 2.75 2.75 2.75 1.95 1.95 1.85 17 1.6
6 Mo CDs 4.05 4.4 4.65 4.5 4.6 4.6 4.2 2.55 2.55 2.55 1.75 1.75 1.65 15 1.4
Prime 7.53 8.02 B8.25 B8.25 B8.25 B8.25 7.50 3.60 3.00 35.00 3.01 3.25 3.23 3.23 3.23




Pricing Models

Where Should We Start?

CD Offering Rate History
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Pricing Models

CREATING PRICING MODELS

Procedures for
Model Set Up



Pricing Models

Driver Rates

*  Make sure Rate Forecast is updated

* Pricing Model = Link to Driver Rates

These buttons process the data for all three scenanos

Rates are Current

Load R ate Forecast Mew Driver Drriver Model
Scenario: | i ;I Fill in the Gapz Renarne Driver High//Low
FedFund: 3moThll EmoThll 1w CMT 2w CMT  3wrCMT  SwrCMT 10w CWMT 30 pr CWT FRIME
2011 Jan 01z 015 nis 07 0l 1.03 199 339 452 325
Feb nie 013 0y nz9 077 1.28 226 2.58 465 225
b ar 014 010 016 026 0,70 117 211 24 451 225
Apr naa 0.06 niz 025 073 1.21 217 246 450 225
b ay nos 0.04 0.09 nis 0.56 0594 1.84 217 429 225
Jun nos 0.04 010 nia 041 0. 158 2.00 423 225
Jul .07 0.04 0.0s nis 041 0ea 1.54 2.00 427 225
Aug 0100 ooz o006 Of1 @23 03 102 230 385 325
Sep naa 010 010 .20 0,30 0.e0 1.20 2.50 280 225




Pricing Models

Model #1 — Fed Funds Sold

Parallel Relationship to Driver Rate

-
Pricing Model

—Model Selection
 Manual

&+ Quick Model Cancel
{ Mew Model
-~

Save

Save fs

Driver: |i5=

September Hate: 010 =
Calc: ISpread LI Chart

Value: I—gg Lag: I_g Mon

A




Pricing Models

Model #2 — Municipals
Parallel Relationship to Driver Rate ) .
Pricing Model
—Model Selection
 Manual il
& Quick Model Cancel |
= Mew Model
o~ Save |
Saveds |
Diriver: [ GRS Raes
September Rate: 400 %
Calc: ISpread ;I Chart |

‘U"alue:l 0% Lao: I_g Mon




Pricing Models

Model #3 — Commercial Var

Parallel Relationship to Driver Rate

Pricing Model
Model Selection Ok |
{7 Manual =
& [Quick Model Cancel |
7 New Model
Save |
al -]
Save b |
Diriver: | FRIME et I
September Hate: 325 %
Calc: ISpread LI Chart |

‘-I"alue:l rx Lag: I—D Mon




Pricing Models

Model #4 — Commercial RE Var

Note spread going negative after Prime reaches 8%
New Model option captures changing spread relationship

T F
Commercial RE Variable Pricing Model

Model Selection ————

Q  Manual
8 V' i Guick Maodel Cancel
/ \ = MNew Model
Save
? = IEDmmI RE “ar ;I i
/—y \ Save bz
6 Driver: PRIME -
//' = M\ \\1 September Rate: 320
RS H‘\—.Wv_/ VA Time Lag: I U Months Chart
a A5
1 — / / \ — Commercial R Moating | Current Price: 370 %
i m— Prime Cale: =
/ \ =] IO Libor ISpread J
Edit:
3 Spread/Factor -
o | ]
Beta I Create & Promotion |
2 Seq. Driver Spread Rate -
000 000 0o _|
1 A 0.oa 0.75 0.75

B ew o sw
C| 2000 D25 1375

e ikl

T T T T T T T T
m m m m < = g s W 1 n W W & WP W M~ P~ s w0 w ow _[l
o 9N g E > ¥ £ R 2R Be oy 8 w2 oo E
AR I T L, iF £ E & o E;

T g R @22 FoE T Rk ES E kEE ol S i

F -
Date

éddl lmertl Qeletel Elearl




Pricing Models

Model #5 — OD Protection

Note constant rate in history
Driver Rate used immaterial
When entering Rate into model, switch Edit mode to Modeled Rate

e 51
oy, | ol prellh, | el
Pricing Maodel
OD Protection Model Selection | o |
Y. |d  Manual —
e " Quick Model Cancel |
20.00— (: Mew Model
X P Save
| =
J History Save As |
13'“”“W Driver: | PRIME ]
- September Hate: 325 %
N 15.004 Time Lag: I U Months Chart
o h |
e -y =
C / Projected Current Price: 18.00 %
m -
O qa00+ Cale: I Spread LI
Sf Edit: I tModeled rate LI
12.00+ Beta I Create A Promotion |
# Budget Seq. Drver Rate Spread +
. foo oo 000
10.00 ! ! i i i i | A (000 1800 1300
2007 2008 2009 2010 2011 2012 2013 B8 | 2000 1soo__zog
C
D
F b
Add | lnsertl Qeletel Clear |
I |




Pricing Models

Model #6 — NOW

i Beta Dialog
Rate Insensitive? New Model
Administered Rate ? Current Suggested Yalue
Driver Fed Funds 11th District COFI Ig.._;o/o - 11th District COFI LI

Use History for Beta? Pvot N 13 e

Spread (¥ -1.18 |.1_-|g
Rizing Beta MNA 0.04 Ig_m
Falling Beta N 0.0y ID_D?

The Beta analyziz covers the most recent 5 pears of history pluz the current vear. Use the glider below to reduce the
number of months uzed for the analysis.

[I NOWY Accournits W 54% - 11th District CDFI]

Yield (%)
kR
2

1
0.50 "
.00

—
LN N B

Jan, 2007 - Aug, 2011

"




Pricing Models

How Beta Works:

[I NOW Accounts W 34% - 11th District CDFI]

Yield (%)
OO0 — = RIRIO) s Ch

Dhomomohomo
oooooooooo0

w
IIIIIIIIIIIIIIIIIIIIIIIIIIIIII-I_IIIIIIIIIIW

Jan, 2007 - Aug, 2011

Beta Dialog

New Model

Current Suggested Yalue

Driver Fed Funds 11th District COF] |94g -11th District COF] j

Pivot M 1.35 [z
Spread M -1.18 BRI
Rising Beta Na 0.04 [mos
Falling Beta N 0.07 [mor

The Beta analyziz covers the most recent 5 vears of histoy plus the curent year. Uze the glider below to reduce the
number of months wsed for the analysiz.

2 56




Pricing Models

When NOT to use Betas:

[I Fed Funds Sold B 533% - Fed Fund= ]

F.00
G.00
5.00
4.00
.00
2.00
1.00
000 P T T T T T

Jan, 2007 - Aug, 2011

Yield (%)

Current Suggested Yalue
Driver Fed Funds Fed Funds Iggz -Fed Funds ;I
Pivot M 0o ||:|1|:|—
Spread Ha, 011 ||:|1-|—

Rizing Beta MA 613 |5_1E|
Falling Beta MA 157 |'|_5?
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Model #6 — NOW
Using Betas:

When using Plansmith’s Beta, save

with “Beta” in the model name.

.
Pricing Madel

" Manual
" Quick Model
i Me

—Model Selecton————————

(’ @ [Now Beta
Ny

.

D =

Driver:  |11thDistrict COFl |
September R ate: 1.35 %
Time Lag: 0 Months
Current Price: 017 %
Calc: ISpread LI
Edit: I Spread/Factor ;I

Beta I Create & Promation I
Seq. Driver Spread Rate =

000 000 000_|

Al oo oo o
By 135 -).18 Bk

C 10000 9588 412

D

E

F -

Add I Inzert I Qeletel Clear I

Save

Save Az

Chart
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Model #7 — Premium MMA

Factor Models use a percentage of the Driver Rate

Premium MIMA

5.0

”
NS, Pricing Model
Model Selection
/-v\/\/\ £ Manual

aco V A " Quick Model LCancel

£ MNew Model
Save
3c0

Ok |
R & IF'rernium hd bl ;I 4|
? Save Az |
- —— Premium MMA Driver: |3 o Thill ;I
/\ — 3 Mo CMT September Rate: 0o %
aco Time Lag: I g Months Chart |
V Current Price: 012 x
Cale: e
1w -\\W Edit:
it: ISpreada’Faclor ;I
Beta | Create & Promotion |
- Seq. Drver Factor Rate ~
. CoEEEZ I SIS IoLLLLLSS8E8B8ECESDLIRRER Log 38 gl
Il EirirEAiiiiiEiiapbiEiiiiiiiiili 000 125 000
STERIE T ZEET @@ EE T mE VEE TR TEET e ZET
Diate

A ......
B | 2000 075 71500
C
E
F

D
Add | lnseltl Qeletel Qleall




Pricing Models

Model #8 — CDs < = 250K 12 Mo.

Rate Model may need to account for Driver going to zero

Current Price at 1.20, Quick Model floors out at 1.00. Reasonable? If not,

use New Model option to bring rate below 1.00

-
Pricing Model

~Model Selection | Ok
7 Manual

f* Quick Model LCancel I
 Mew Model -
Save I
| =]
Save bs |

Driver: {iE AR
September Hate: 020 %
Calc: lSpread ;I Chat |
Value:l 1% Lag: 0 Mon
[0 CDs <= 750K -400 -300 -200
Chs < =250K & Mo 018 015 015 026

100 200 300 400
179 28E 333 410

COs ¢=250K12 Mo < 101 1.01

101 1.13>169 225 283 338




Pricing Models

Model #9 — Comml RE Adj W/Floor/Ceiling

Ava Floor/Leling | B.27/18.00
Adjustable Rate Product Models with Floors e fnat ] HE
can be set up in Projections screen

III-I:‘riv:_i:'ag Maodel
-~ Model Selection——— | Ok
7 Manual —
{7 Quick Model Cancel
£ Mew Maodel
| = @ [Comml RE Adw/FLCL v S
| Saveps
Driver: FRIME b
September R ate: 330 %
Time Lag: I U Months Fh |
Current Price: BE25 % -
15¢ Cale:  [Spread ]
101 Edit: ISpreada’FactDr Ll
5t Beta | Create & Promation |
L L I Sk
Driver Rate Al 000 B2 B2 |
o B | 475 150 B2%
C

1650 150 1600

2000 200 1600

D
F -l
il

dd | 1nsert| Qeletel Clear |




Pricing Models

Repricing Models

Model #10 — Comml RE Adj W/Floor/Ceiling

Adjustable Rate Products should have
contractual reset rates

Use average spread to index

Periodic Caps, Max Rate Adjustments handled
by Account Wizard

Floors/Ceilings Modeled as in Offering Rate
Models

Multiple indices used? Follow Financial
Compass breakout rule

-
Repricing Maodel

- Model Selection Ok
£ Manual -
" Guick Model
7 Mew Model
© |Comml RE Adjw/FLEL | ﬂ]
Save bz
Driver:  |PRIME |
September R ate: 325 X
Time Lag: | u Months Chart
Current Price: 6.25 % -
Calc: !Spread :_|
Edit: !Spread.-"Fach:ur __v_|
Beta I Create & Promatian I

Seqg. Driver Spread Rate =~

oo ooo 000
________ 000 625 625 |
B 475 1.50 B.25

}.

C | 1650 150 1&00
D | 2000 200 1&00
e
F -
&

du:ll lnsertl Qeletel Elearl




Pricing Models

Repricing Models

Model #10 — Comml RE Adj W/Floor/Ceiling

Repricing Rates report available now

Use to review repricing assumptions
Sep Oct Nov Dec

ég"lﬂt;;';;;'é'”“'““‘”"““ 2011 2011 2011 2011
i -3 Curert Rates ASSE.t-S
..... [ Driver Rates Securities
[ foenngﬂateg L. 5. Agencies
C & US Agencies - 3tep Ups 125 125 125 132
=) Y'Elds and ':':'Sts Mortgage-Backed Securities
MBS - Adjustable GRKA, 320 320 320 320
Any. Decurities 125 320 0.00 000
Loans
Commetcial
Commercial Loans - Ad). 330 330 330 330
F.eal Estate
Commercial
Commercial BRE - Adjw/FLCL  B.26 K25 BZH  B.2h
Awg. Beal Estate B2 B25 BZ25 BZ5
Awy. Loans B85 B25 B25 B.25

Average Rate on Assets 1.86 B.22 B.Z25H B2Z2b



Pricing Models

Model #11 — Commercial Var w/Floor

Driver Models
Useful for Branch (SBU) set up

Necessary for Variable or Floating rate
accounts with Floors/Ceilings TAsid 7 Ry Toad

Enter the name of the rate you want to add in the box
below and then select the ‘Add R ate' buttan, BedEde

| Cammlar wFloor LCancel

Commercial Loans - Var wiFloor - Maturity

F"miec:tiunsl Budget ....... Hﬂtl-l"t}' ........ I Yariance I Fed Funds I Hotes |

LastEOM Balance | 2140 | Total Scheduled Matuities | 2140 | Balance Difference Awa Floor/Ceiing | 5.74/50.00
EOM ield | B74  |=Rate | B74 | ¥ield Difference weighted Awg Mat | 29




Pricing Models

Driver Model Linked to Other Driver = Auto
Update

Pricing Model

Needs floor/ceiling and spread ~Model Selection | g,
" Manual -

e Quick Madel Cancel

Apply Driver Model to Account with Zero © New Madel
Spread 2 =

Cornrnl ar
oon September Bate: 575 %

000 _
0.00 Cale: | 5pread | Chart

0.00 Value: I_Dg Lag: |_|:| Mon
.00
.00
.00
. 5%
575
575
575
575
575
575
575
575
575
575
575
5,75

Save

Save bz




Pricing Models

-400 -300 -200 -100 0 100 200 300 400
Commercial Loans - ar w/Floar ¥4 BY4 RYV4 ¥4 RY4 O RF4 O BZ29 P30 B.30

After Driver Model is applied, note behavior in rate shock:
* Prime @ 3.25 and shocked down = floor holds

* Prime @ 3.25, shocked up to 4.25 + 100 BPS, loan rate = 5.25 (below floor)



What if product isn’t linked to, or hasn’t followed an index?

Passbook Savings

/ m— Paschook Savings
5

— Prime

_\/\_—\ ——5Yr CMT
- M e
v/\/ gy \\_\/ ——10¥r CMT

1

0 1 1 1 ‘1 T ‘1 T T 1T T 1 T T T T T T T T T 1
m M M M o S S T W W 1 M p W W W g~ P = @ b o
o e ol oo oo o o oa o a8 oo B8a 0o o o o0 oo a 9 O
WS o DR ey Yo ot HEWE AR, han e TR Vi TP i T e SR gy ap s
y 2.3 08 b =g Dk 2R B R =2 RkES B K B S
= = o S - 0 5 g 0 S g 0O 5 - 0O S g



Pricing Models

Time Lags: Driver:
September Rate: 0o X
. . Time Lag: 2 Months Jun 0.03
Reference Driver from previous _ Jul
Current Price: nos % Aug
month o Sep
alc:
|Spread = Dot 010
Edit: I Spread/Factor ;]
Not considered in Rate Shock Beta | Create & Promotion |
analysis
Promotions:
EOM e Offering Average 1
Balance Balance Fate  Expense Cost Balance I'f applled to current month’
2011 uick_| Modeled | then considered in Rate
Dec 97 577 11.048 014 95,268
2011 Jan 102512 12,264 014 100,834 Shock
Feb 100522 10543 014 101,093 " : 5
Mar 101,103 11,338 013 100412 s o
Apr 100,870 MID':BEE 0.13 ! |:|'|.,?21 Thiz form alloves promotions to be added to a pricing model. Use the table below to enter ary degired rate adjustments
tay 96,838 11.057 014 91,295 by month, These adjustments are applied after the model is calculated. Alzo, by default the promotions are only applied
Jun 95171 10982 014 95 374 ta the current year. [f you want to apply the promaotions to all pears of the planning cycle, place a check mark nest to
Tl BB 1EE 10431 08 Ea.7a0 the "tpply to all years' option,
Aug b4,729 7520 017 53,930 Jan  Feb  Mar  Apr May  Jun Ju Aug Sep Oct Mow  Dec
Sep 4,729 0 017 7.E47 017 4729 Adjustrent I D.DDI Qoo 000 000 000 o000 000 000 000 025 0253 025
Ot 54,729 i | 0.42] 19522 042 54,729 = ™ Apply to all years
Now £4,729 i o4 EEEE D42 54709 _ Gl istments | el feiad
Dec 54,729 I 02 042 54729l - -

2012 Jan 54,729 a 017 7880 017 54,729




Pricing Models

MODEL MAINTENANCE

Keeping the Models
Up to Date



Pricing Models

v Review plan regularly
v" Make adjustments for changes in strategy/direction

v Note changes in interest rates that may warrant change to models

Offering

CD Rate Chart As of 101411 Rate cale: ISpread ;I
ate Cha 50 :
Modeled Edit: I Spread/Factor ;I
Term Interest Rate APY™
: g Create & Promotion |
3 Months
& Months
8 Months
12 Months 1.09% 1.10%
18 Months 1.19% 1.20%
24 Months 1.29% 1.20%
30 Months 1.39% 1.40% ) )
e A e CDs < = 250K 6 Mo - Projections
4 Years 1.73% 1.75% " i i
Projections Budget | M aturity | Yariance I Fed Funds Motes
5 Years 2.13% 2.15%
Total
EOM Hew Dffering Total M aturities
Balance B alance Rate  Maturities Flate Expenze

2,850 0.67 7,853




Pricing Models

v' Check on Current Rate/Product Price Monthly or Quarterly
v View Offering Rates Looking Forward

v Focus on Larger Accounts = Most Impact

r n
Report Properties - Current Rates
2011 Jan 10,503 Level of Detail: Iﬂqccounts Orily ;i Date Range: IThis otk ;i
;Eabr g-lagﬁ Reporting Penod: IMnntth ;! !Sep ;" 2011 ;I to !Sep ;" 2011 ;I
Apr 7.971 FTE Adjusted Mo -
jt?-.}! ;?_‘52 Page break after assets: Mo -
Jul 7623 EOM Yield: -
Aug 7553 [ EW\:] Header I Save Az | Save Preview
Sep 7.h5g 1.489] 5.25] 1.489 B.23
Ot 7.h5g 280 525 aa0 B.34
Mo 7.h5g BEZ2 525 BE2 B.74
Dec 7.h5g 942 525 942 B.5A
22 Jan 7.h5g 309 525 303 B.97
Feb 7.h5g 271 525 27 7.4
b ar 7.h5g 1490 525 190 715
Apr 7.h5g 493 525 498 B.74
[LEN 7.h5g 286 525 286 B.71
Jun 7.h5g 177 525 177 B.20

Jul 7,553 163 5.25 163 .64




Pricing Models

v Review floor data and models

Directory

| Reports
- =4 Chart of Accounts
NS it of Accounts

Commmercial Loans - Var w/Floor Actual/3E5 Taxahle  Floating Loan - Mew Amottizes owver 120 months - YWid Awg Floor=5.74%
-WWid Aveg Ceiling = 50.00% - Downloads Floors/Ceilings - Risk Based Capital = 100%

-
Report Properties - Chart of Accounts

Level of Detail: I Full [Account] Ll

Include account numbers: INu:u vl

Page break after each section: |MNo =«

Include accrual: IYES vl
Include tax: IYE$ vl
Include other: IYES vl

Header |

Save bz | Save Preview




Pricing Models

How do you know if assumption is reasonable?

* Rate Shock Yield Report

* Compute on High/Low Scenarios and View Offering Rates

-400 -300 -200 -100 0 100 200 300 400
MOV Accounts

MO Accaunts o0oo 000 o000 000 030 130 230 330 430

? — o
poncormerss

Select a scenario:

. Step 1 - Diagnostics

. Step 2 - Changing scenanos

. Step 3 - Computing individual accounts
. Step 4 - Analyzing the plan

. Step 5 - Summary data

¥ Uszer has Excel Addin [compute time iz slower]

Compute Cancel




Pricing Models

CONCLUSION



Pricing Models

» Pricing Assumptions can get complicated — Don’t let them!
» Devise process to create and review assumptions and be consistent!

» Document your efforts!



PLANSMITH

THANK YOU FOR ATTENDING

“Best Practices” Budgeting Boot Camp
Session #2: Pricing Models

1.800.323.3281
support@plansmith.com



