PLANSMITH

“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
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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 WITHOUT Prepayment Models
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Callable Bonds

US Agencies - Projections

Projections ] Budget ] M aturity ] Variance Callable Fed Funds Motes

B Book Walug | Coupan | Yield ta Call Freq. Flna_l F"-St-

and 1D [suserak) Rate T Call D ate T Spread 1 atuaritby Repricing

[ ate Date
1 1.000 04/07/12 0 0.00  10/07M5
2 | 31331KAG 2000 280 220 06/0914 3 0oo 1240915
3| 31331K5592 1.000 280 220 05/05:14 3 000 0540548
4 | 313376SRT 2000 1.75 160 07/0314 12 000 07A03M5
F3133783w 1.000 1.05 1.05 01/0614 1 000 10/08M5
F | 313378EME 1.000 1.20 1100 12/0811 1 0oo 1240815
71313379301 1.000 1.30 119 03/0114 1 000 03/071Me
8 | 3133EACF3 1.000 1.55 160 02/04:14 1 0oo 12/04M8
9 | 3133EACHS 1.000 1.75 140 02/01415 [ noo 120118
10 |3133EAESS 1.000 1.50 131 0440814 1 000 mAeMT
11 | 3133EAKYS 1.000 1.85 160 05/0114 1 0oo 0sfoAT

12 1] 0.on 0.on n 0.00
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Callable Bonds

Call determined by comparing Coupon to Offering
Rate et el | Capen | Vi Call Freg =] et

Bond D [thouzands) B b atuirity [monthz) Spread MSL"::;W He[?‘:tc;ng

1 [3133792E8 1.000 70 500D 12 0 ooo 1040745

US Agencies - Projections

Projections l Budget l M aturity l Yariance l Callable l
Total
ECM [E = Qffering Total  Maturities
Balance Balance Rate  Maturities HIate
2mz| Manual | [UserEdi]  Quick |
Dec 16,000 Adj.
22 Jan 13.000 EOM “field: Scheduled Adi.  Scheduled Scheduled
Feb 14,000 P | 1_51| Scheduled  Maturiies  Scheduled Matz  Scheduled PrePrits
Mar 14.000 0 Ti5 \ 0 000 Maturltle.!s Xralfe M atunities Frate FrePmts Hiate
Apr 14.000 1.000 } 1.000 150 2Mmz2 [Uzer Edit]  [User Edit] Mo Maodel |
Dec
2012 Jan
Feb
kar 1] Q.00 1] 0.00 1] 0.00
Bpr 0 0.00 0 0.00___t.oooHRRE]
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Do not model prepayments if using Call Tab

US Agencies - Maturity

Projections l Budget @ M atuntpl Yariance Callable Fed Funds
Lazt EQOM Balance 14,000  Total Scheduled M atunties 14,000 | Balance Differenc
EOM Yield 1.51 =Rate 1.51 ‘rield Difference
Adj
Scheduled Ad. Scheduled Scheduled
Scheduled  Maturties  Scheduled Ma chedule PrePrmts
b aturrities Hiate M aturities xighe PrePmts Hrate b
2012 [UserEdit]  [User Edi] \ Motodel | )
Dec
212 Jan
Feb
b ar i 0.00 1] n.oo i n.oo
Apr i 0.00 1] 0.00 1.000 1.50
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Calls can occur for Liabilities - data may require
manual entry

Call will default to rising rate trigger

FHLB Advances - Projections

Projections l Budget l M aturity l Variance Callable Fed Funds Motes l
Book Value | Coupon | “ield to Call Fre el LA
Bond D P ; Call Date 4. Spread b atvarity Repricing
[thouzands] A ate I [ronthz] D ate D ate
1 |9238633412 000 280 250 05/26/12 0 ooo ogsesna ]
2 1] 0.00 0.00 ] 0.oo
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Model Types:

* Quick Model

Mo Model B Detailed Model
Quick Model Automated Quick Model

e Detailed Model

e Automated Quick Model
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Converting PSAs and CPRs

When rates decline When rates rise
] PSA PSA PSA PSA PSA PSA PSA
-300 -200 -100 0 100 200 300
Type Book Value Speed Speed Speed Speed Speed Speed Speed
FIXED MBS 819919.88 1310 1179 865 453 192 138 112
FIXED MBS 1903613.32 1318 1182 870 452 193 135 112
FIXED MBS 1952544.71 0 0 0 0 0 0 0

WEIGHTED AVG P5A  348.02 31419 243,32 144,19 74.99 3417 4418
CPR 20.88 18.85 14.60 8.65 4.50 3.25 2.65

Financial Compass Model
-10 -4 -3 -2 -1 0 1 2 3 4 10
0.22 022 022 027 037 072 122 157 174 174 1.74
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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

Update | Rates Projections Compute Reporting  Utilities
b . | B B

Data Bridge

Manual Update J Financial

Prepayment Ltility

r R
Extract File Description sl
254 10 MiA--Default=0
255 10 M/A--Default=0
256 143 Start--Current interest rate location-Default=0
257 149 End--Current interest rate location--Default=0 a
258 0 Divisor needed to place decimal properly--Default=0 [
259 (123 Start-—-Mon-Accrual Code location—-Default=0 ]
260 (123 End-Mon-Accrual Code location—-Default=0
261 Y Code to indicate a Non-Accrual Loan—Default=Blank i
262 1 Start—-Instrument D location--Default=0 i
| 263 _End--lnstrumem ID location--Default=0
264 10 MiA--Default=0
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* Instrument
Leve I Commercial Lns - Fix Gioto Account Projectias |

° k ® f' Historic Prepayment %: | 353 Cumrent Time Period: Feb, 2012 Expart ta Excel |
Bank Specific ria
Model | History Instruments l

¢ E x p 0 rt D et a i I Instruments: [ &1 Caloulated 1.01 Adusted [ 1o

Prepayment % Prepayment %

F Y
Ingtrument 12| M aturity D ate BDM EDM Ll E‘TE?:T;ZIEI Pfiﬁtcli‘pagl Lelerhie | Gulusied —
o LO a n S a n d C D S Principal Principal Rate Papment Payment Prepayment | Prepayment —
1.,691,851.62 1,814,374.87 B.41 251,985.62 22582325 1708300 17.082.00
10000001 22 hay 2012 JBER 7 1.239.04 B14.98 E16.67 2.00
1000000z 125ep 2006 2768784  27.262.41 B.00 42966 42543 Q.00 Q.00
1000000 HMdan 2006 121,217.76  120,328.96 B.00 902 60 288.80 Q.00 Q.00
10000004 125ep 2012 15,300.00  15,300.00 B.00 1.884.78 0.00 Q.00 Q.00
10000005 125ep 2002 1670417 1670417 B.00 2057 76 0.00 Q.00 Q.00
1D00000& 02 Apr 2012 1500000 1500000 B.50 15,000.00 0.00 Q.00 Q.00
1Do00aoy 12Feb 2012  50,000.00 5000000 B.00 B0,000.00 0.00 Q.00 Q.00
1Do00aos 21Jan 20015 B9BE0S3 5956093 2.25 1.561.01 0.00 Q.00 Q.00
1000000 01 Dec 2012 11,033.44 1060560 .00 42963 427.84 Q.00 Q.00
10000010 11 Jan 2014 T.747.48 7.438.02 a.00 32813 309.46 Q.00 Q.00
10000011 21 Jan 2005 2170612 20,950.36 B.00 BE9.04 755,76 187.00 187.00
10000012 02 Dec 2012 3.196.84 2.916.62 2.25 28077 280,22 Q.00 Q.00
10000013 02 Dec 2012 3.496.29 3.189.68 825 307.07 306.51 Q.00 Q.00
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Considerations:

e Sample size

* True prepayment?
* Review periodically
 Materiality
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Prepayment History

Commercial Lns - Fix Go to Account Projections ‘
Historic Prepayment %: 163 Current Time Penod: Feb, 2012 Expart ta Excel ‘
Maodel nstruments ]
Period |  BOM Principal | Ccind | Curent | Prepayment 2 16.00%
Feb 2012 1.691.,851.62 B.55 E.41 100 | 14.00%
Jan 2012 1.717.111.51 B.53 E.42 0.98 13 00%
Dec 2011 1.923.481.58 £.55 E.38 13.85 ’
Mo 2011 1.773.305.39 £.55 E.38 793 10.00%
Oct 2011 1,764 515.82 £.53 E.39 0.42
Sep 2011 219273883 £.55 E.33 283 2.00%
Aug 2011 2.225,194.85 £.55 E.33 2.28
Jul 2011 2.345.335.30 B.53 E.34 434 G.00%
Jun 2011 2,386 558,88 £.55 E.34 0.44 a00%
b ap 2011 2E12.210.23 £.55 E.33 0.45 ’
Apr 2011 253498943 B.53 E.33 n.zz 2.00%
bdar 2011 2567.034.08 £.55 E.20 225
Feb 2011 257740635 £.50 E.33 10.57 0.00%
Fab 2011 Feb 2012
[I FPrepayment Rate B Historic Prepayment %]
Ingert E dit Delete
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SBUs:
e Data Loaded into each unit and totaled
e Can Export at Total Bank (SBU) Level

* Model Assumptions set and maintained at
unit level
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Review Assumptions at least Annually

E|__11 Agzumption Reports
----- Al Digcount & Decay Rates
----- Balance Sheet Growth

X Model Description Yalue
----- Callable &ssumptions
Diriver Agzumptions Assels
Incarme Expensze Loans
Plan Motes Cammercial
af Frepayment Azsumptions Commercial Lns - Fix Auto Cuick Model 363
Fricing Azsumptions
Repricing Azsumphionz
Sample Bank Plan
Prepayment Assumptions
Model Description Yalue
Assets
Securities
tMortgage-Backed Securities
MBS MBS Bloomberg Prepay
Spread -loo0 -4.00 -300 -200 100 000 100 200 300 400 1000
Fercent nzz 022 022 027 037 072 122 157 174 174 174
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Decay Rates
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Why Use Decay Rates?

Portion Out Balances for Gap Beta
Assign ‘Maturity’ Structure for Present
Va I u e I'.C'u:cc-t Wizard - NOW Accounts: NOW Accounts )

Haow zhould the decay rate be applied?

o . Applpratetes | GAP and Duration/Market Walue - |
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-
Account Wizard - NOW Accounts: NOW Accounts

Enter the Decay Rate. System estimate is 78 months.

Decay Rate: {@ [monthz)
More Info

Cancel < Back 1 Mest = ]
e
0-1 1-3 3-6 6-12 12-24 24-36 36-48 18- 49 > 49
Immediate months months months months months months months months months Totals
MOV Accounts
MNOW Accounts 0 700 1,400 2100 4,201 8.4 a.401 8.401 700 20,303 54,608
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Present Value

Total Interest Total Discount Discount Discount Discounted Cashflow
Period Maturity FPayment Cashflow Rate Period Factor Cashflow x Perniod
3 Mar12 Q;EP 7 707 0.90 1 099925 706 706
4 Apri? 7 707 0.90 2 0.99850 706 1.411
5 hday12 700 7 707 0.90 3 0.99775 705 2116
B Juni? 700 E 707 0.90 4 0.9970 704 2.618
7oduli12 700 7 707 0.90 5 0.99626 704 3,520
8 Augl? 700 E 707 0.90 B 099651 703 4,220
9 Sepl? 700 E 706 0.90 7 0.99477 703 4,918
10 Oct12 700 E 70R 0.90 g 0.93402 702 5617

1/9/2013

Sample Bank Plan
Account Market Value Duration

NOW Accounts
Az of the end of February, 2012
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Alternate Discount Rates
 Offer Rate NOT Used for Present Value
* Alternate Rate Term =2 Decay

(Average Life) 78/ 2 =139
* New Driver Rate T
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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

=200 -150 -50 -25 0 100 200 300 400
MOYY Accounts
MY Accounts R4 B0A R4 R03 R4 B0A R4 B0 R4 R03 R4 BOA eI R4 B0A R4 B0A
Present Value With Decav Rates
=200 -150 -50 -2h 0 100 200 300 400
MOWY Accounts
MO Accounts R4 BO3 R4 G0A R BOA 4106 R3.873 R1.947 RO.7T97 48, R4k 46,979
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How Do | Calculate Decay Rates?

* |In-house review
e 3" Party review

* Financial Compass Calculation
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-

Decay Rates in Financial Compass

Account Wizard - NOW Accounts: NOW Accounts

Rizing Beta MA .00 0.oo
Enter the Decay Hate.@éstem estimate is 78 mnnthD :
Falling Beta HMNA .o 030

Decay Fate: [months]

.l Rising and Falling Average
=15

Lancel < Back ] Mext » ]

0-1 1-3 3-6 b-12 12-24 24-36 36-48 48- 49 > 49
Immediate months months months months months months months months months Totals
MO Accounts
MOy Accounts a 700 1.400 2,100 4.201 8.401 8.40 a.401 700 20,303 54,608

54,608 / 78 =700 700X 12 = 8,400 8,400/54,608 = .15
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e Demand Deposit Decay = Weighted
Average of All NOW Accounts

 (Calculated Decay Rate Upper Limit =
100 Months

Account Properties Editor - Demand Deposits
Mame/Abbreviation: Jemand Deposits |DD.-’-‘-.
Cost factor: |EI
Decay rate [monthz]. System estimate iz 78 months:
|?B GAF and Durationdt arket Valueﬂ
Ok | Cancel |
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Review Assumptions at least Annually

E|__1 Azsumption A epaorts

wint & Decay R:
----- B alance Sheet Growth
----- Callable &szumptions
----- Driver Assumptions
----- Income Expense
----- Plan Motes
----- Prepayment Azzumptions
----- Pricing Azsumptions
----- Repricing Azsumphions

Sample Bank Plan
Alternate Discount & Decay Rates

Account Name Decay Rate Alternate Discount Rate
Assets
Liabilities
Demand Deposits
Demand Deposits 78 3wt CMT
COther Demand Deposits 100 3yr CMT
Interest Bearing Deposits
NOW Accounts
MNOW Accounts 78 Jyr CMT
Money Market Accounts
toney Market Accounts 26 Tyr CMT
Savings
Savings Accounts 89 3yr CMT
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Taxes
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Operating Income
Federal Tax
State Tax

MNet Income

Annual Calculation

-
Tax Information

2012 2013 2014
State taxes Rate - E.0D £.00
Federal taxes Rate - 34.00 34.00 34.00
Federal tax credits 0.00 0.00 Q.00
Federal tax loss cany forward 0.00 0.00 Q.00
Other adjustments: State 0.00 0.00 Q.00
Other adjustments: Federal 0.00 0.00 Q.00

Should state taxes be distributed according to net pre-tax income?
Should federal taxes be distributed according to net pre-tax income?
Allow for the calculation of negative state taxes?

Edit Budget Taxes

2015 2016
E.00 E.00
34.00 34.00
0.00 0.an
0.00 n.an
0.00 0.an
0.00 n.an
Mo L
Tes Rd

Mo -

LCancel

e

1,549,297
497,964
80.135

971,198
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Right Click to view Tax

1/9/2013

Status

El __1 Munlclpal Securltles

AL
Se

El __1 Other Secuntie
: B Other Equi
------ . Trading
El A Grogz Unrealiz
B Urrealized
A Loans
EI A Commercial
B Commerciz
S Commerciz
B Commerciz
Commerciz

I]]]]l-

i

Add Account
Delete

Cut (Move)
Paste (Insert)

Rename
Account Wizard
Edit Properties

Properties

e

Account Properties Editor - Municipals

Muricipals]

Mame/Abbreviation:

|tz

Rizk Based Capital factor: |5I:|?4
Custom RBC factor:

Cost factor:

Payment frequency: |Semi-.-‘-‘-.nnually

Tax status: |20% TEFR&

Acciual method:

| 30/360

Average term for new transactions [months):

20

“bbb““b

Cancel ‘
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Should state taxes be distnbuted according to net pre-tax income?
Should federal taxes be distributed according to net pre-tax income?
Allow for the calculation of negative state taxes?

Distribution
method will be
reflected on
income statement

1/9/2013

State Income Tax Calculation

Pretax Income

Less: LS Treasuries

=S Agencies
State Taxable Income
Fate

Unadjusted State Tax
State Tax Adjustments
State Tax

Federal Income Tax Calculation

Pretax Incorme

Less: State Tax
Tax Exempt Lns - Fix
TEFRA Disallowance
Fed Loss Carry Forward

Federal Taxahle Income

Fate

Tax Before Adjustments

Tax Adjustments

Tax Credits

Tax

1,544,257
a

213711
1,335.587
B.00%
60.135

a

60,135

1,549,257
80,135

2

4559

a
1.464.6M
34.00%
497 964

a

a

497 464
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Distribution of Taxes

Annual Federal Tax Liability $497,964
-YTD Accrual ($197,628)

Remaining Annual Liability $300,336

Sample Bank Plan
Income Statement
FTE Adjusted

*Jan *Feb Mar Apr May Jun Jul Aug Sep Oct Nowv Dec

2012 2012 2012 2012 2012 2012 2012 2012 2012 2012 2012 2012 Total
Tax Equivalent Adjustment 197 197 194 195 195 196 195 196 196 196 196 196 2.349
Operating Income 405,193 221.728 87.242 68.580 95,239 71,519 98.893  104.408 83.653 109,935 86.094 116,813 1,549,297
Federal Tax 137,965 549,663 28.419 22,390 31.004 23.340 32,184 33.966 27.260 35,791 28.049 37.973 497,964
State Tax 19.741 8.468 5.193 5.193 5.193 5.193 5.193 5.193 5.193 5.193 5.193 5.193 80.135
Net Income 247,487 153,597 53.630 40,998 59,042 42,986 61,516 65,249 51.200 68,991 52.853 73,647 971,198
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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

Dividends - Projections

Preferences - Dividends Iﬁ o
Projections l Budget ] Variance Fec
General Chart af Accounts Dividendz Reparts

—_— EOM Mew Average
Modelz Last Files List Fonts | Date Formats B alance Balance Balance

2mz| Manual |
Method: |Manual ﬂ “ear | Month Amount| = | Dec 0 0
2012 Januany 2012 Jan 0 0
February ] Feb 0 0
March 200 bd ar 2|:||:|I EDDI 100
il Apr -200 i -200
M ay b ay -200 i -200
JI.,II"lE! 2|:|E| .Jun 4|:||:| 2|:||:| -3|:|E|
July Jul -400 i -400
fugust . Aug -400 i -400
Sep -&00 -200 500
Oct -&00 i -600
Mow -&00 i -600
Cancel Dec -800 -200 700
2013 Jan i a0n 1]
. ‘ Feb 0 0 0
b ar -200 -200 -100
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Other Dividend Distribution Methods

- - n
Preferences - Dividends Iﬁ Preferences - Dividends Lé]
General Chart af Accounts Dividends Reports General Chart of Accounts Dividends Reports

Madelz Last Files List Fonts ‘ Date Fomnats I odels Last Files List Fonts ‘ Date Fomats

Method: |[FEESTRTTN TS Frequency: |Manthly - Method: E quity Frequency: |Monthly -
First month: |Jarwary - First month: |January -

Percent of Net Income:

5 %

[]8 Cancel ak Carcel
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Conclusion
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THANK YOU FOR ATTENDING

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



