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Interest Rate Risk Simplified
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Rate Shock Income

Projected income as impacted

by various scenarios
of changes (400bp, 300bp,

etc.) in market rates.
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Rate Shock Income

* Quantifies Risks of Unpredictable Rate Changes
* The Industry Standard for Short-term Impact

« Examiners Expect Quarterly Review
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Rate Shocked Income

- The “shock” is immediately added or subtracted and maintained
WS on all un-modeled Driver , Offering and Re-Pricing Rates.

Rates

WLLEIELE o driver rate, offering rate or re-pricing rate.
Rates

- Models modify the timing and/or amount of shock if attached to}

BgLance repricing are adjusted for prepayments, calls and amortization.
eet

* Income is recalculated based upon the new mix of existing and

Income new rates in each category.

- Balances are held constant in all categories, but maturities and}
/Expense }
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Rate Shock Income

Directory ;I;I ﬂPalallel Rate Shock Dffering Rates
=4 Reports A H
B4 Chart of Accounts Communlty FEderaI ’
Chart of Accounts 1 Year Parallel Rate Shock - QOffering Rates
1 Custom Reports As of the end of March, 2018
-1 Financial Reports (Fifradiate: Shiek
----- [f Balance Sheet
..... BUDGET BALAMCE -400 -300 -200 -100 0 100 200 300 400
----- BUDGET INCOME Assets
/B Bank Accounts 005 005 005 066 1GGE 266 366 466 566
Fed Funds Sold 000 000 000 000 D88 188 288 3.88 488
[£]: Incorie Statemers US Agencies - HTH 056 056 056 131 231 331 431 531 637
profit plan balance sheet %
_____ R e US Agencies - AFS 000 000 000 054 154 254 354 454 554
5124 Rate Risk US Agencies- AFS - Stepups 056 056 056 131 231 331 431 531 EX
[A Account Present Value/Duration MES - Fixed - AFS 000 o000 084 184 284 384 484 5B4 BE4
Dynamic: GAP Summary MBS -GMNA Adj-AFS 000 000 084 184 284 384 484 584 684
@ R MBS - Adj- AFS 000 000 084 184 284 384 484 584 584
on-parallel L'Inver hate Analysis
Non-sarallelEconomicVaIueyofEquity MBS - Fixed - HTM 000 000 084 184 284 384 484 584 554
..... [ Mon-parallel Rate Shack Duration Municipals - HT 125 225 325 425 525 B25 725 8.25 9.25
----- Mon-parallel Rate Shock Income Municipals - Taxakle - AFS 000 026 1.26 226 326 426 526 B26 7.26
[F] Mon-parallel Rate Shock Rate Detail Municipals - AFS 000 000 072 172 272 372 472 572 72
:0”'95’5::9:25:9§:°°t$_““|’dma'9 Municipals - Out of State - AF 125 225 325 425 525 B25 7.25 825 925
Pzgl'fj?;mfn;vjjeDf'zquiw Municipals - Revenue 125 225 325 425 525 G285 7.5 B25 925
..... Bt ilel RS lramrs Suniriais FHLE Stock 000 000 000 000 000 100 200 3.00 400
----- [ Parallel Rate Shock Duration Corporate Bonds - AFS- FLT. 194 194 194 269 363 463 569 G669 769
[7 ARM Fund 008 008 042 142 242 342 442 542 542
Corporate Bonds - HTh 000 044 144 244 344 444 544 G644 7.44
Liabiliies T
Risk Tolerance NOW Accounts 000 000 000 000 077 122 167 212 257
5 ngmawPresentValuefDuration Money Market Accounts 050 050 050 050 050 096 153 220 280
[E-_{ Rate Reports .
_____ Budget Yields and Costs Sawings Accounts 050 050 050 050 06O 120 1.80 240 3.00
) Diiver Rates Large CDs-0-12 mos. 000 000 000 049 123 208 289 369 443
[#] Offering Riates Large CDs-> 12 - 24 mos. 000 000 000 006 106 206 306 406 506
Repricing Rates Large CDs - > 24 - 36 mos. 000 000 000 006 106 206 3.06 406 506
[T} ‘ields and Costs Large CDs - > 36 mos. 000 000 000 006 106 206 306 406 506
E‘J"'LJVEC""‘;"TEF‘BDSD}:‘SE IR > 250K 000 000 000 061 161 261 361 461 &6
B ki Fiegular CDs - 0-12 mos. 000 000 000 075 155 235 315 395 475

Parallel Rate Shock
Offering Rate Report =
behavior of pricing model

in each scenario
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Non-Interest Income/Expense

Consider adding rate induced changes
to non-interest income or expense

if the amounts are significant.
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Rate Shocked Income

LIMITATIONS...

Different Than Your Budget or Projections

Some Shocks Are Unrealistic or Unusual
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Rate Shocked Income

HIGH IMPACT ASSUMPTIONS...

1. [e—

Prepayment Models
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Economic Value of Equity (EVE)

The difference between
the net present value of assets

and the net present value of liabilities.
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Why EVE is important:

* |tis the best measure of longer term rate risk

available.

« Regulatory guidance requires ALL financial

institutions to use it.
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Rate Shocked EVE

-The “shock” is added or subtracted from all un- j

Interest
Rates

Modeled
Rates

Present
Value

modeled Driver Rates and Offering Rates.

-Models modify the timing and/or amount of shock

on driver rates, offering rates and re-pricing rates

-Cash flows (principal and/or interest) are changed}

in response to the shocked rates.

- The modified cash flow is discounted by the }

modified offering rate for each account.
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Rate Shocked EVE
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Account Present Valug/Duration

MBS Fred AFS
Azo haenc of Mach, 2218

Total  Inlerest Total Discount |Discount Discount Discounted Cashflow
Pcriod Maturity Peymoent| Cashilow Railc Pcriod Facior Cashflow xPcnod
4 aprle 1.42h 4k 184 244 ° [IEERE] 1.7 1.8k
B Way |8 LBl 43 1.654 284 2 099528 JBE 3292
B Junig 1.570 40 1,612 284 3 099253 - B9E 4795
7 dul i 1.R30 iz 1.RR7 7 R4 4 NS9rFq - RRF AR
g Augli 1.491 i 1524 2.4 b 096225 - 507 7033
9 Sepid 1.704 o 1.763 204 fi 090052 s 11440
0 Oct18 1410 27 1.437 284 7 098250 ik 1807
1 Hewi3 1.373 25 1.393 281 g 0.981:7 e 11974
2 Decls 1,434 22 1.3h4 EAE i UMakh 1] 114/
3 Jaa 19 1.301 2z 1.321 284 o 0.97EE4 L2490 12896
4 Fah14 1. 2ffi 17 1783 it 1" NS775 AR 13,764
"R bart A 1.495 1R 1605 7 R4 17 NS7E05 - ARF 17887
0 Ar1E 260 1 261 204 13 096574 20t 1mz
7 beose 19 244 12 257 284 14 00675 24 3478
4 Jun 1t 239 12 251 2849 15 0.3GE1G 24z 3634
YoJul™y 43 1 22 L8 Tk U bt ok ERRE]
20 Aug 19 229 | 242 284 17 0.96CE| 23C 3914
zl Sepla I. &l o 1161 284 15 095824 e 210zl
77 0rt1a fiffi fi f73 7Ad 14 N S5FI R st 1381k
23 Mv 13 B9 i 157 2.4 20 095262 188 3754
24 Dec 13 0% 7 182 204 2 048517 102 1037
25 Jaa 20 TR0 7 187 284 2 034522 17t 31013
26 Fob 20 17 7 17 2841 2 08478 162 37
24 trarl f31 b 34 244 24 4440 bk 13704
28 Aprel 48 5 183 284 25 08422 1€ 36104
29 heay 20 “45 5 143 284 26 0.94C29 141 3654
An e 70 -4 4 145 7 R4 o MA3F17 13% 3.RAR
3 oJulzn it} 94 142 244 b 093555 13z Era
J2 Aug 20 TE0 1 1284 204 249 092274 11E 1156
33 Sep 2 329 3 332 284 30 003154 3c j2e8
34 Oct20 2 k| 3 111 284 3z 082624 10 3284
3b Mowdd ] 3 m EAE 32 UM2h Uz 3242
36 Clec 2] 05 3 103 284 i3 092256 loc 3.296
7AARS 7R.ARS 234410
Current Dalance: 22,950 Macaulay's Duration: ime months
Current Yield: 238 Modified Duration: 9739  montha
Market Rate: 2.84
Premium: u

Account Present
Value/Duration Report =

Cashflow and Discount Rate
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< | Rate Risk Bubbles - Detail
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Rate Shocked EVE

LIMITATIONS...

Not for Stock Pricing or Liquidation Value

Results Are Not Fully Verifiable
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Rate Shocked EVE

HIGH IMPACT ASSUMPTIONS...

Pricing Models

Prepayment Models

Decay and Alternate Discount Rates
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What’s Next?

Thur, June 215t - Fri, June 22"9 2018 - 2-day Roundtable & Coachi
Thur, Sept 13 - Fri, Sept 14" 2018 - 2-day Roundtable & Coaching
Thur, Dec 13t - Fri, Dec 14t 2018 - 2-day Roundtable & Coachi

Upcoming Lunch ‘n Learns
July - Risk Compass
August - Assumptions

Check out www3.plansmith.com/events-page for mom/



Thanks for attending]!
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www.plansmith.com
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Questions?
Jenny Mello

Client Development
800-323-3281
jenny@plansmith.com
support@plansmith.com




