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Lunch ‘n Learn
IRR Simplified

Presenter: Jenny Mello & Bill Smith
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Interest Rate Risk Simplified

IRR
Report

Why it’s
important

How it’s
calculated

How to
use it

Tips and
Traps
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Interest Rate Risk Simplified

This feature can be edited

as often as needed for:

• time period

• timing

• future shock

• shock intervals

• policy %



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

Interest

Rates

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

Modeled
Rates

• Models modify the timing and/or amount of shock if attached to
a driver rate, offering rate or re-pricing rate.

Balance
Sheet

• Balances are held constant in all categories, but maturities and
repricing are adjusted for prepayments, calls and amortization.

Income
/Expense

• Income is recalculated based upon the new mix of existing and
new rates in each category.
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Parallel Rate Shock

Offering Rate Report =

behavior of pricing model

in each scenario

Rate Shock Income
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Consider adding rate induced changes

to non-interest income or expense

if the amounts are significant.

Non-Interest Income/Expense



Rate Shocked Income

LIMITATIONS…

Different Than Your Budget or Projections1.

Some Shocks Are Unrealistic or Unusual2.



Rate Shocked Income

HIGH IMPACT ASSUMPTIONS…

Pricing Models1.

Prepayment Models2.



Economic Value of Equity (EVE)

The difference between

the net present value of assets

and the net present value of liabilities.



Why EVE is important:

• It is the best measure of longer term rate risk

available.

• Regulatory guidance requires ALL financial

institutions to use it.

1. You don’t need any other reasons!



Rate Shocked EVE

Interest

Rates

•The “shock” is added or subtracted from all un-
modeled Driver Rates and Offering Rates.

Modeled
Rates

•Models modify the timing and/or amount of shock
on driver rates, offering rates and re-pricing rates.

Cash
Flow

•Cash flows (principal and/or interest) are changed
in response to the shocked rates.

Present
Value

•The modified cash flow is discounted by the
modified offering rate for each account.
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Rate Shocked EVE

Account Present

Value/Duration Report =

Cashflow and Discount Rate
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LIMITATIONS…

Not for Stock Pricing or Liquidation Value1.

Results Are Not Fully Verifiable2.

Rate Shocked EVE



Rate Shocked EVE

HIGH IMPACT ASSUMPTIONS…

Pricing Models1.

Prepayment Models2.

Decay and Alternate Discount Rates3.
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What’s Next?

Check out www3.plansmith.com/events-page for more event info

Thur, June 21st - Fri, June 22nd 2018 - 2-day Roundtable & Coaching Event

Thur, Sept 13th - Fri, Sept 14th 2018 - 2-day Roundtable & Coaching Event

Thur, Dec 13th - Fri, Dec 14th 2018 - 2-day Roundtable & Coaching Event

Upcoming Lunch ‘n Learns
July - Risk Compass

August - Assumptions
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Questions?
Jenny Mello

Client Development

800-323-3281

jenny@plansmith.com

support@plansmith.com

Thanks for attending!

www.plansmith.com


