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ASSET LIABILITY MANAGEMENT

Manage the balance sheet and it’s composition 

Understand how changes in interest rates will impact 

the income statement and economic value. 



11/16/2016

2

Page 2

© 2016  INCOME SIMULATION INDEPTH WWW. M ARKHSM I TH.COM

ASSET LIABILITY MANAGEMENT

Interest Rate Risk Measurement Tools 

• GAP:  Measures mismatch between repricing assets 

and liabilities 

• Income simulation: Measures change in net interest 

income or net income 

• Net Economic Value: 
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INTEREST RATE RISK ANALYSIS

• More of an art than a science

• A process

• A continual effort to optimize the balance sheet to 

meet earnings objectives

“There’s No Risk Without Reward and  No Reward 

Without Risk.” 
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96/400=.24% beta

CU average cost 

of  funds from 

1.15 to 2.11 

Fed funds 

increased 

over 400 bps
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WHICH ASSUMPTIONS ARE MOST CRITICAL?
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WHICH ASSUMPTIONS ARE MOST CRITICAL?
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POLL QUESTION #1

(NOTE:  IF YOU ARE SEEKING CPE CREDIT,  IT IS IMPORTANT THAT YOU PARTICIPATE IN THE 

POLLS.)



11/16/2016

5

Page 8

© 2016  INCOME SIMULATION INDEPTH WWW. M ARKHSM I TH.COM

SAMPLE CREDIT UNION

Total assets $97.6 million

Asset Composition
• Loan to Asset Ratio 71.3% with average yield 4.49%

• First mortgage & HELOC fixed rate 24.8% of  total assets 

• Overnight funds 3.8% of  total assets

• Investment portfolio average yield 1.07% average term 21 months  

Liability Composition as percent of  total assets 

Weighted average beta .40%
• Regular shares 36.2% beta .15%

• Share drafts 13.2% beta 0%-.10%

• Certificates 16.3% beta 1.0%

• Money Markets 17.8% beta .35% to .95%

• IRA 3.2% beta .60%

• Other 1% beta .15%

Net Worth Ratio 12.0%
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INCOME SIMULATION SCENARIO 1 YEAR 1

The income statement shows the results of operations for a 

specific time period

645/3237=19.9% possible policy limit 
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INCOME SIMULATION SCENARIO 1 YEAR 2

648/3318=19.5% possible policy limit 
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INCOME SIMULATION SCENARIO 1 YEAR 3 

& 3 YEAR CUMULATIVE

1,918/9,932=19.3% possible 3 year cumulative policy limit 
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INCOME SIMULATION SCENARIO 1 
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INCOME SIMULATION SCENARIO 1 AND
DEPOSIT SHIFT OF ~9% FROM RS TO CD’S $6 M & MM $3 M

Original NII at risk 203 or  -6.2%
Deposit shift of  9 M

NII at risk 230 or  -7.2% 
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POLL QUESTION #2

(NOTE:  IF YOU ARE SEEKING CPE CREDIT,  IT IS IMPORTANT THAT YOU PARTICIPATE IN THE 

POLLS.)
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SAMPLE CREDIT UNION SCENARIO #2

Total assets $97.6 million

Asset Composition
• Loan to Asset Ratio 71.3% with average yield 4.41% down from 4.49%

• First mortgage & HELOC fixed rate 40.7% of  total assets up from 24.8%  

• Overnight funds 3.8% of  total assets

• Investment portfolio average yield 1.07% average term 21 months  

Liability Composition as percent of  total assets (remains the same) 

Weighted average beta .40%
• Regular shares 36.2% beta .15%

• Share drafts 13.2% beta 0%-.10%

• Certificates 16.3% beta 1.0%

• Money Markets 17.8% beta .35% to .95%

• IRA 3.2% beta .60%

• Other 1% beta .15%

Net Worth Ratio 12.0%
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INCOME SIMULATION SCENARIO 2 YEAR 1
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SCENARIO 2 FIXED RATE RE = 40% OF TOTAL ASSETS

THREE YEAR CUMULATIVE

Example 1 potential income 
better with shorter term  

Example 2 potential 
income lower with longer 
term assets 
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SCENARIO 2 FIXED RATE RE = 40% OF TOTAL ASSETS

THREE YEAR CUMULATIVE
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SCENARIO 2  WITH 40% LONG TERM ASSETS 

AND DEPOSIT SHIFT OF ~9% FROM RS TO CD’S $6 M & MM $3 M

Original 40% RE NII at risk (335) or  -10.6%
Deposit shift of  9 M

NII at risk (362) or  -11.6% 
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SAMPLE CREDIT UNION ORIGINAL 

COMPOSITION BUT LESS FEE INCOME

Total assets $97.6 million

Asset Composition
• Loan to Asset Ratio 71.3% with average yield 4.49%

• First mortgage & HELOC fixed rate 24.8% of  total assets 

• Overnight funds 3.8% of  total assets

• Investment portfolio average yield 1.07% average term 21 months  

Liability Composition as percent of  total assets 

Weighted average beta .40%
• Regular shares 36.2% beta .15%

• Share drafts 13.2% beta 0%-.10%

• Certificates 16.3% beta 1.0%

• Money Markets 17.8% beta .35% to .95%

• IRA 3.2% beta .60%

• Other 1% beta .15%

Net Worth Ratio 12.0%
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SCENARIO 1 WITH LESS FEE INCOME

234/3,190=7.3% possible policy limit 
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INCOME SIMULATION SCENARIO 1 WITH 

LESS FEE INCOME
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INCOME SIMULATION SCENARIO 1 WITH

LESS FEE INCOME AND ~9% DEPOSIT SHIFT 

INTO MORE RATE SENSITIVE ACCOUNTS
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40% IN LONG TERM REAL ESTATE

$9 M DEPOSIT SHIFT TO MORE RATE SENSITIVE

LESS FEE INCOME

24
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POLL QUESTION #3

(NOTE:  IF YOU ARE SEEKING CPE CREDIT,  IT IS IMPORTANT THAT YOU PARTICIPATE IN THE 

POLLS.)
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INCOME SIMULATION CONCLUSION

Watch Trends

Trends help management identify, measure, and 

monitor current and  potential areas of risk. 
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DUE DILIGENCE

Discuss and document the results

Realistic and supportable assumptions

Identify key assumptions and stress test

Strong analysis 

Solid reasoning 

Ask lots of questions

May require more than one model run
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ANALYSIS ONLY VALUABLE IF USED

Use IRR modeling to guide strategic decisions 

Regularly review and update IRR model assumptions

Validate/backtest IRR model results 

Re-evaluate policy limits annually

Appropriate for your CU

Ensure policy limits reflect board tolerance for risk
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OUTSOURCE BENEFITS TO YOU AND YOUR 

CREDIT UNION

Easy

Save time

Delegate to the experts

Extensive experience 

Regulator responses

Reliable

Reputable

THANK YOU

CONTACT INFO

800 268-7795

801 641-9577

Cynthia@markhsmith.com


