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LEARNING OBJECTIVE

Review Review liquidity trends as interest rates 
increase and inflation remains high
Review liquidity trends as interest rates 
increase and inflation remains high

Explore Explore ways to better utilize the results of 
your IRR Analysis
Explore ways to better utilize the results of 
your IRR Analysis

Look Look at how balance sheet composition can 
affect IRR analysis
Look at how balance sheet composition can 
affect IRR analysis
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DATA FROM 
NCUA CALL 
REPORTS DATES: 3/31/2021 

TO 12/31/2022

STATES: ALL

ASSET SIZE: UP TO 
$500 MILLION
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TOTAL ASSETS               AVERAGE ASSETS

ASSET GROWTH HAS SLOWED
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TOTAL DEPOSITS

DEPOSIT GROWTH HAS REVERSED 
DIRECTION
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TOTAL DEPOSITS

More CD Increase Interest Rate Risk 

Fewer Regular Shares  and Share Drafts 
Increase Interest Rate Risk 
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TREASURY RATES HISTORY
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12-MONTH PERGCENTAGE CHANGE, 
CONSUMER PRICE INDEX 

(NOT SEASONALLY ADJUSTED)
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INFORMAL CONCLUSION FROM TALKING 
WITH CLIENTS

Deposits leaving to chase higher CD rates – small % 

Deposits leaving due to inflation and higher cost of 
living

Deposit outflows due to pent up response to covid 
restrictions such as travel 

Supply constraints are lifting, and postponed 
purchases are occurring



© 2023 Mark H. Smith, Inc. Utilizing you ALM Analysis
All rights reserved

MARKHSMITH.COM
Page 9

NET INTEREST INCOME 
(ANNUALIZED)
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RETURN ON AVERAGE ASSETS
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NET WORTH RATIO 
MORE NET WORTH = MORE RESILIENCE
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POLL QUESTION #1
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NET LONG-TERM ASSETS TO TOTAL ASSETS
MORE LONG-TERM ASSETS = MORE INTEREST RATE RISK
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AVERAGE LOANS TO TOTAL ASSETS
LOAN GROWTH ALSO IMPACTING LIQUIDITY

• PRICE NEW LOANS 
CORRECTLY 

• CONSIDER EQUIVALENT 
TERM INVESTMENT YIELDS

• BUILD IN COST OF FUNDS 
NOW AND MOVING FORWARD

• ADD CREDIT RISK

• ADD SERVICING COSTS
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DELINQUENCY
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LIQUID ASSETS TO TOTAL ASSETS
FEWER LIQUID ASSETS = MORE INTEREST RATE RISK
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QUICK INCOME SIMULATION EXAMPLE
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EXAMPLE 3% INSTANTENOUS AND PARALLEL UP SHOCK
EVERYTHING REPRICES IMMEDIATELY

NII 4.7

NII 4.7

Loan yield 5%
Cost of  funds .30%
NII 4.7%
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EXAMPLE 3% INSTANTENOUS AND PARALLEL UP SHOCK
36 MONTH REPRICING OF ASSETS

LOAN YIELDS AND INVESMENT 
YIELDS TAKE 36 MONTHS TO REPRICE

COST OF FUNDS GO UP IMMEDIATELY

NII 4.7

NII 4.7

Loan yield 5%
Cost of funds .30%
NII 4.7%
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EXAMPLE 3% INSTANTENOUS AND PARALLEL UP SHOCK 
60 MONTH REPRICING OF ASSETS

LOAN YIELDS AND INVESMENT 
YIELDS TAKE 60 MONTHS TO REPRICE

COST OF FUNDS GO UP IMMEDIATELY

NII OF 4.7% NOT REALIZED

NII 4.7%

NII 3.5%

0.00%
1.00%
2.00%
3.00%
4.00%
5.00%
6.00%
7.00%
8.00%

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

SHOCK 3% NET INTEREST INCOME

3% Shock Interest Income 3% Shock Cost of Funds

3% Net Interest Income

Loan yield 5%
Cost of  funds .30%
NII 4.7%
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Beta~.26% Beta~.12%

* Beta is defined as the change in rate paid from 
one interest rate scenario to the next (usually per 

100 bp). Beta of .10% would equal 10 bp in a up 100 
shock and 30 bp in up 300 shock.  

COST OF 
FUNDS WILL BE 
INCREASING
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EXAMPLE 3% INSTANTENOUS AND PARALLEL UP SHOCK 
60 MONTH REPRICING OF ASSETS AND COST OF FUNDS BETA

LOAN YIELDS AND INVESMENT 
YIELDS TAKE 60 MONTHS TO REPRICE

COST OF FUNDS WITH BETA OF .30% 
(3 X.30+CURRENT COF) MOVES UP TO 
1.20%

NII 4.7%

NII 5.6%

Loan yield 5%
Cost of  funds .30%
NII 4.7%

18 MONTHS NII 4.7%
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EXAMPLE -2% INSTANTENOUS AND PARALLEL DOWN SHOCK 
18 MONTH REPRICING OF ASSETS

LOAN YIELDS AND INVESMENT YIELDS 
TAKE 24 MONTHS TO REPRICE

LOAN FLOOR RATES WOULD PRESERVE 
SOME NII DECLINE

COST OF FUNDS GO DOWN IMMEDIATELY 
BUT LIMITED TO .05%

NII 4.7

NII 2.95

Loan yield 5%
Cost of  funds .30%
NII 4.7%
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SAMPLE CREDIT UNION IRR
INCOME SIMULATION

Why do the down rate shock scenarios look bad and exceed policy limits?

1. Consider floor rates on loans. Are they established and reasonable.

2. Consider repricing terms on loans and investments.

3. Consider current cost of funds. Average cost of funds less than .50%.

4. When down shock exceeds cost of funds the net interest margin is 
compressed more than likely realistic. 
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POLL QUESTION #2
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BIG PICTURE - SAMPLE CREDIT UNION 
NET WORTH AND EARNINGS

12/19 TO 12/20 
GROWTH 18.5%

12/20 TO 12/21 
GROWTH 15.6%

12/21 TO 12/22 
GROWTH 14.0%

FEE INCOME 
ESSENTIAL

ROA 105

NII 12/20 294

NII 12/21 277

NII 12/22 312
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BIG PICTURE - SAMPLE CREDIT UNION 
DEPOSITS

Larger percentage in member CD’s
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BIG PICTURE - SAMPLE CREDIT UNION
LOANS

FIXED RATE OR BALLOON 10 YR+   ~ 20% OF TOTAL ASSETS
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BIG PICTURE - SAMPLE CREDIT UNION
INVESTMENTS
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SAMPLE CREDIT UNION IRR
INCOME SIMULATION

POLICY LIMITS CAN 
CHANGE AS NIM 

CHANGES
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SAMPLE CREDIT UNION IRR
INCOME SIMULATION

Why do the down rate shocks look bad and exceed policy limits?

1. Consider floor rates on loans.

2. Consider repricing terms on loans and investments.

3. Consider current cost of funds (currently at .94) .

4. Many credit unions have much lower cost of funds.

5. When down shock exceeds cost of funds the net interest margin is 
compressed and may give unrealistic results. 
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PAST INCOME SIMULATION REPORTS  
UP RATE SHOCK

2022 Loan interest income actual $4,500
2022 Investment income actual $30
2022 Cost of  Funds Actual $1,052
2022 NII Actual $ Actual $3,478  

As of December 31, 2021

In Thousands of Dollars
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SAMPLE CREDIT UNION IRR
NET ECONOMIC VALUE DETAIL

PAGE 28 OF ALMPRO REPORT
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NEV RESULTS WITH DIFFERENT NON-MATURITY DEPOSIT 
ASSUMPTIONS INCLUDING NCUA SUPERVISORY TEST

PAGE 8 ALMPRO REPORT
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NON MATURITY DEPOSITS &  IRR RESULTS
PAGE 31 ALMPRO REPORT

WHY THE SUPERVISORY TEST IS NOT 
WORKING

1. Balance sheets grew during the 
pandemic

2. Net worth ratios declined
3. CU’s took on more long-term assets 

trying to improve income
4. Interest rates increased dramatically
5. NMS premium values did not adjust in 

the base case. The premiums were 1% 
before rates increased and 1% after 
rates increased

6. Asset values decline in the base case 
and decline further in the up 300 rate 
shock
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POLL QUESTION #3
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LIQUIDITY FORECASTING 2021

Other stress considerations:
Unfunded LOC draws
Capital expenditures
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LIQUIDITY FORECASTING NOW

Other stress considerations:
Unfunded LOC draws
Capital expenditures
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LIQUIDITY FORECASTING NOW
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STRATEGIES AS RATES INCREASE 
AND LIQUIDITY FLUCTUATES

Increase

Increase 
loan yields 
as quickly as 
possible.

Manage loan 
production 
with rates

Slow 

Increase 
cost of funds 
slowly and 
keep as low 
as possible 
to maintain 
NII
It appears 
the lag is 
ending

Do not 

Do not 
overpay for 
deposits you 
cannot 
utilize 

Strategy

Have a 
strategy in 
place to 
increase 
rates on rate 
sensitive 
deposits you 
don’t want to 
lose. 
(more than a 
rate match 
when the 
member 
asks)

Manage

Prepare 
cash flow 
analysis in 
multiple 
scenarios.
Good 
contingency 
plan. 

Prepare for 
potential 
deposit 
runoff

Anticipate

Anticipate 
draws on 
unfunded 
LOC or other 
cash needs.  
(inflation 
pressures)

Preserve

Preserve 
funds for 
projects or 
programs 
planned or 
developed 
for the 
current 
environment
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PLAN TO MANAGE COST OF FUNDS

• Don’t follow-the-leader 

• Complete product offerings

• Develop effective segmentation

• Identify saving motivations

• Make decisions based on fact not emotion

• Model or test options

• Don’t pay for or attract undesirable funding
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LAST BUT NOT LEAST
IRR AND RELATED POLICY

Key elements:
• Consistent with credit union’s business 

strategies.
• Consistent with credit union’s financial condition.
• Not too restrictive or too liberal.
• Adequately reflect board’s risk tolerance.
• Establish framework for effective IRR program.
• Include limits and controls.

Does my IRR Policy have all the right  elements?
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PROGRAM EFFECTIVENESS  AND USE 
IN DECISION-MAKING

• Utilize the analysis for new products, 
strategies, and other “what if” scenarios.

• Utilize the analysis to make decisions 
• Assist in improving or maintaining 

profitability
• Control exposure to changing interest rates.
• Help to better manage the credit union. 
• Develop response to negative trends. 
• Document the process.
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OUTSOURCE ALM & CECL SOLUTIONS
BENEFITS TO YOUR CREDIT UNION

Easy
Save time
Delegate to the experts
Extensive experience 
Regulator responses
Reliable
Reputable
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PLEASE VISIT OUR WEBSITE
MARKHSMITH.COM

CONTACT INFO
800 268-7795

CYNTHIA@MARKHSMITH.COM


