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Options to Join

Webinar and audio

e Click on the link:
https://www.webcaster4.com/Webcast/Page/584/24603

e Choose to listen with your PC speakers

Webinar and phone

¢ Click on the link:
https://www.webcaster4.com/Webcast/Page/584/24603

e Choose to listen with your phone
e Callin number: 888-625-5230
e Enter the participant code: 7114 9112#

Phone only

e Callin number: 888-625-5230
e Enter the participant code: 7114 9112#



https://www.webcaster4.com/Webcast/Page/584/24603
https://www.webcaster4.com/Webcast/Page/584/24603

Questions

* During the call, you can submit
questions several ways.

— Via webinar chat: You can submit a
qguestion via the Ask Question
button in the webinar tool. Your

question will only be seen by our
presenters.

— Via email:
conversations@stls.frb.org.
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 Address concerns expressed by bankers with respect to funding
and the emphasis of regulators on liquidity risk management

* Discuss regulatory expectations - SR 10-6 - Interagency Policy
%atzecr)ri%?t on Funding and Liquidity Risk Management (March

 Review recent “Lessons Learned” through day-to-day
supervision and bank failures

e Summarize today’s discussion

* Take your questions



Community Depository

\What Institutions Advisory
Ban kers Council

- 12 executives of
are _ various community
Saying financial institutions

Meets twice a year to
discuss banking,
credit, and economic
Issues




What Bankers are Saying

Comments from our Community Depository Institutions Advisory Council

1.

Deposits are the “number one” problem facing community banks.

- Growing slowly, or contracting, as consumers prefer alternative
investments with higher yields

Worry that these consumers “are not coming back”

- Exodus constrains growth, is “not good for small business lending” and
constitutes a long-term “strategic” concern

Intense rate competition exists in some markets.

The struggles of community banks to maintain deposits are not limited to
issues with rates.

Council members noted that with diminishing core deposits, regulators will
need to gain comfort with alternative funding sources as the “new normal.”



Trends -Wholesale Funding to
Total Assets

Wholesale funding usage becoming more
prevalent at institutions below 51 billion in

assets
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Trends - Brokered Deposits > 10%
of Assets

Brokered deposit usage increasing as deposit market tightens

35
30
25
€ 2
§ 0 ===nder $250MM
a 15 «==$250MM-1B
10 «=$1B-10B
5




Spread Between Non-maturity Deposits

and Time Deposits is Wider Than Ever
Banks Under S10 Billion in 2017 Dollars

Non-maturity deposits are funding a greater percentage of

assets
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Trends - Loans to Assets

Total loans and leases on the rise after retreating

post-crisis
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Regulatory Outreach on Liquidity

11/6/17 Interagency Call -

Federal Deposit Insurance Corporation, Comptroller of
the Currency, Federal Reserve System, Conference of

State Bank Supervisors

* Ongoing emphasis on regulatory outreach

* Not discouraging use of noncore funding, but focusing on
regulatory expectations

* Highest concern is when noncore funding is used for rapid
loan growth

13



Regulatory

Expectations

of Liquidity

Risk

Management

The Five Pillars

* Cushion of Liquid Assets

* Diversified Funding
Sources

 (Cash Flow Projections
* Stress Testing
 Contingency Funding Plan

14



Cushion of Liquid Assets

Eighth District Banks

First line of liquidity defense

No legal, regulatory or operational impediments
Liquid Assets? to Total Assets
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Diversified Funding Sources

* Core Deposits
e Stable versus Nonstable

* Brokered /Listing Service/High Interest
Accounts

* Laddering Maturities




Cash Flow Projections

* Appropriate Time Horizons

 Realistic and Institution-Specific
Assumptions
= Customer behavior
=" Options
" Seasonality
= Growth / funding off-balance sheet




Stress Testing

* High Probability, Low Impact Scenarios

Examples:

= Unexpected funding of off-balance sheet
items

= Large depositor run-off

* Low Probability, High Impact Scenarios

Examples:
= Capital downgrade
= Major economic event



Contingency Funding Plan

* Liquidity Event Management Process
= Roles and responsibilities
= Early warning indicators or triggers

* Testing
= Should test all aspects




Prompt Corrective

SNGERm Action (PCA)
Liquidity | .
Impact of * Main restrictions

PCA . Brokgrgd deposit
restriction

* Limits on deposit rates
that can be offered

Restrictions
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* Interagency guidance covers all banks

e Strongest expectations are for banks using
noncore funding for rapid growth or expansion
of risky lending segments

e Sets a higher bar both for bankers and for
DEINNEE



Questions

Via webinar chat: You can submit a question via the Ask Question button in the
webinar tool. Your question will only be seen by our presenters.

° Via email: conversations@stls.frb.orq..
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