
“Best Practices” Budgeting Boot Camp 

Session 1: Forecasting Growth

Session 2: Pricing Models

Session 3: Prepayments, Decay Rates 

Session 4: Final Tips and Client Checklist
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Agenda:

� Prepayment Modeling 

� Decay and Alternate Discount Rates

� Forecasting Taxes

� Forecasting Dividends



Prepayment Modeling
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What are Prepayments? 

� Payments received in advance of the 

contractual date

� Typically occur to the bank’s 

disadvantage
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What are Prepayments? 

� Longer Term fixed Rate Instruments: 

Securities (Calls), Residential Mortgages, 

Commercial RE, FHLB Advances

� Regulatory expectations: understand and 

utilize bank-specific prepayment rates
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What effect do prepayment assumptions have 

on results? 

� Average Life and Duration of an account

� Profitability – especially as rates change

� Rate Shock – Net Interest Income & 

Market Value of Equity
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Rate Risk Bubbles – Detail 
Model WITH Prepayment ModelsModel WITHOUT Prepayment Models 
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Callable Bonds 
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Callable Bonds

Call determined by comparing Coupon to Offering 

Rate 
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Do not model prepayments if using Call Tab
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Calls can occur for Liabilities - data may require 

manual entry

Call will default to rising rate trigger
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Model Types:

� Quick Model

� Detailed Model

� Automated Quick Model



1/9/2013

Converting PSAs and CPRs
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Loan and CD Prepayment Assumptions

� In-house review 

� 3rd Party review

� Compass Prepayment Utility
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Financial Compass Prepayment Utility
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� Instrument 
Level

� Bank Specific

� Export Detail

� Loans and CDs 
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Considerations:

� Sample size

� True prepayment?

� Review periodically

� Materiality
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Prepayment History
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SBUs:

� Data Loaded into each unit and totaled

� Can Export at Total Bank (SBU) Level

� Model Assumptions set and maintained at 

unit level
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Review Assumptions at least Annually



1/9/2013

Decay Rates
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Why Use Decay Rates?

� Portion Out Balances for Gap Beta

� Assign ‘Maturity’ Structure for Present 

Value
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Gap
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Present Value
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Alternate Discount Rates

� Offer Rate NOT Used for Present Value

� Alternate Rate Term = ½ Decay 

(Average Life)

� New Driver Rate
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SBUs:

� Decay needed at Total Bank (SBU)for Gap

� Present Values recalculated at total

� Model Assumptions at unit level

� EVE results = sum of branches
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Present Value Without Decay Rates

Present Value With Decay Rates
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How Do I Calculate Decay Rates?

� In-house review 

� 3rd Party review

� Financial Compass Calculation
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Decay Rates in Financial Compass

Rising and Falling Average 

= 15
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� Demand Deposit Decay = Weighted 

Average of All NOW Accounts

� Calculated Decay Rate Upper Limit = 

100 Months
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Review Assumptions at least Annually
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Taxes
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Annual Calculation
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Right Click to view Tax 

Status
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Distribution 

method will be 

reflected on 

income statement



1/9/2013

Distribution of Taxes
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Tax Adjustments:

� Federal Tax Credits – Enter as Positive 

number, will reduce taxes

� Loss Carry Forward – Reduces tax liability if 

entered as positive number

� Other Adjustments – Will offset tax liability 

as entered.  Positive added and negative 

subtracted.
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� SBUs: Tax Settings only apply to Total 

Bank plan.

� Holding Company Consolidations: Tax 

settings applied to individual sub plans 

and taxes summed to total level.
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Dividends
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Manual Setting
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Other Dividend Distribution Methods
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Conclusion



THANK YOU FOR ATTENDING

1-800-323-3281 
support@plansmith.com


