Interest Rate Risk

Bank Performance & Insights

October 23, 2013

Dean Anderson, Senior Technical Expert
Risk Analysis Unit
Supervision & Regulation

Joseph Curry, Senior Examiner
Community Bank Group
Supervision & Regulation

=d7=> FEDERAL
OYQ" RESERVE

BANK
of ATLANTA

A
)
,

.-ll‘l
@

The opinions expressed are those of the presenter and are not those of the Federal Reserve Bank of
Atlanta, the Federal Reserve or its Board of Governors




Aggregate Period-End U.S. Commercial Bank Net Interest Margin &
Unrealized Gain/Loss on Securities Performance vs. Interest Rates

NIM (%) vs. 10-Yr Treasury & Fed Funds (%)
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NIM (%): Year-to-Date Annualized

Source: FDIC, Call Report Data, FRB St. Louis (FRED)



Net Interest Margin (%) — Performance & Drivers

Average U.S. Commercial Banks

Net Interest Margin (NIM) (%) vs. Yield/Cost Spread (%) (Average) Contributors to Quarterly Change in NIM (%) (Average)
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NIM (%) & Yield/Cost Spread (%): Quarter Annualized

Source: Call Report Data, FRB St. Louis (FRED)



Primary Driver of Changes in NIM: Southeastern States
(2007Q2-2013Q2)
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Reach for Yield? Loans & Securities Mature/Reprice > 3Yr/ Assets (%)
(Size & Growth)
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* Excludes Other Mortgage Securities (<=3Yr & >3Yr)

Source: UBPR, Call Report Data



Nonmaturity Deposits/ Assets (%)

(Size & Growth)
Nonmaturity Deposits = Demand Deposits, NOW, ATS, MMDA & Other Savings
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* Long-term Assets = Loans & Securities Mature/Reprice > 5Yr + CMOs
Mature/Reprice > 3Yr

Source: UBPR



For more details...

Part 1: Historical NIM & Interest Rates, DuPont Explanation, Drivers of NIM Performance
http://www.frbatlanta.org/pubs/financialupdate/12q4 vp_net_interest.cfm

Part 2: Response to Declining NIM (%) - Earnings & Efficiency, Changing Balance Sheet Durations

http://www.frbatlanta.org/pubs/financialupdate/13q1_vp_net interest part 2.cfm



http://www.frbatlanta.org/pubs/financialupdate/13q1.cfm

Summary: Trends in Common IRR Metrics
6t District Median

Total Securities/ Assets (%)

Asset Sensitivity
= == Long-term Assets/ Assets (%) Rate-sensitive Assets/ Assets (%)
60 -~
50 -
40_\
30 - e 29.78
e
20' —___--‘
-_‘__-——-—----
10 {sm====
0 T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
T T A Sy N i o g . N VR Sy
CELPLETEFEFE SO
DX S S S S S S S S M R R O S

Long-term Assets = Loans & Securities Mature/Reprice > 5Yr + CMO Mature/Reprice > 3Yr
Rate-sensitive Assets = Assets Mature/Reprice < 1Yt

Funding
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Core Deposits = Deposits (<=$250K) — Brokered Deposits (<= $250K); Prior to 3/31/2010, the
insured limit was $100K
Noncore Liabilities= Jumbo Time, Foreign Deposits , Brokered Deposits, Other Borrowings, Fed
Funds & Repurchase Agreements

Source: UBPR, SNL



Regulations: SR 12-15

+ “Investment securities are expected to have good to very strong credit
qguality. In the case of structured securities, this determination may be
influenced more by the quality of the underlying collateral, the cash
flow rules, and the structure of the security itself than by the condition
of the issuer”

« Potential alternative to fixed rate agency paper is non-agency, floating
rate CMOs, which can earn yields similar to Agency paper but with
much less interest rate risk; Standardized Supervisory Formula
Approach (SSFA)

 No longer relying on rating agencies to determine classification rating;
recently upgraded $6MM of TRUPS rated BB




Hot Button Issues

« Deposit betas — banks have conducted studies forecasting projected
betas in arising rate environment based on historic data

« Usefulness of guidance (SR 10-1) — some bank’s view the advisory
guidance as an academic exercise

« Common report findings




