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Credit Union Chartering

 In 1934, the Federal Credit Union Act was 
signed into law.

 A federal credit union is a cooperative non-profit 
financial institution organized to provide its 
members with a place to save and a source of 
loans at reasonable rates.
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Credit Union Chartering

 It is a corporation chartered under the Federal 
Credit Union Act to serve groups having a 
common bond of occupation or association, or 
groups within a well-defined, local  
neighborhood, community, or rural district.

 After an organization certificate, filed by the 
subscribers of a proposed federal credit union, is 
approved by NCUA; the document becomes the 
credit union’s official charter.
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Credit Union Chartering

 Credit unions are organized under a dual-
chartering system of federal and state laws.

 Both types are characteristically similar in 
purpose: to promote thrift among their 
members and to create for them a source of 
credit at reasonable interest rates.
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The National Credit Union 
Administration

 NCUA prescribes rules and regulations for the 
organization and operation of federal credit 
unions.

 The principal method by which NCUA carries out 
its supervisory responsibility is through on-site 
risk-focused examinations.

 These examinations are designed to determine 
the risk to the NCUA Share Insurance Fund.
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The National Credit Union 
Administration

 The risk-focused examination objectives include 
determining whether a credit union is financially 
sound and whether operations are conducted in 
compliance with applicable laws and regulations. 

 The Federal Credit Union Act places the 
responsibility for auditing the credit union on the 
supervisory committee.
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 The board is responsible for taking necessary 
corrective actions, and the supervisory 
committee has the duty to ensure the board 
corrects identified problems.

The National Credit Union 
Administration
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Bylaws

 Once adopted by the board of directors, the 
standard Bylaws become the official Bylaws of 
the credit union.

 Standard bylaw amendments may be adopted 
by the board of directors without further NCUA 
approval.

 Applications for approval of non-standard 
amendments should be forwarded to the 
appropriate regional director for consideration.
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Membership

 Eligibility for membership in a federal credit 
union is limited to the persons and organizations 
sharing the common bond described in the 
credit union’s field of membership, as set forth 
in Section 5 of its charter.

 Regular and special meetings of the members 
are held in accordance with Sections 110 and 
118 of the Federal Credit Union Act and Articles 
IV, V, and X of the Bylaws.
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Board of Directors

 They provide general direction and control of 
the credit union, and must meet at least once a 
month.

 The board elects the credit union’s officers from 
its own number.

 The board of directors appoints the credit 
union’s supervisory committee
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Board of Directors

 The board may appoint a management official 
and one or more assistant management 
officials.

 Sections 111, 112, and 113 of the Federal Credit 
Union Act and Articles VI and VII of the Bylaws 
describe the duties and powers of the directors, 
board officers, and employees.
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FEDERAL CREDIT UNION ACT 

§ 1761 § 111

Management; board of directors; 

credit committee; supervisory 

committee; compensation. —
 management of a Federal credit union shall be by a board of directors

 supervisory committee shall be appointed by the board of directors

 no member of the board or of any other committee shall, as such, be 
compensated
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FEDERAL CREDIT UNION ACT

§ 1761a § 112

Executive officers; general 

manager.—
 at their first meeting after the annual meeting of the members, the 

directors shall elect from their number the board officers specified in the 
bylaws

 board shall elect from their number a financial officer who shall give 
adequate fidelity coverage
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§ 1761b § 113

Board of directors; meetings; powers 

and duties; executive committee; membership officers; 

membership applications.—
 board of directors shall meet at least once a month

 determine the maximum number of shares, share certificates, and share 
draft accounts, and the classes of shares, share certificates, and share 
draft accounts

 determine the interest rates on loans

FEDERAL CREDIT UNION ACT 

Dayton Firefighters Federal Credit Union



FEDERAL CREDIT UNION ACT 

§ 1761b § 113

Board of directors; meetings; powers 

and duties; executive committee; membership officers; 

membership applications.—
 prescribe conditions and limitations for any committee which it appoints

 review at each monthly meeting a list of approved or pending 
applications for membership

 declare the dividend rate to be paid on shares, share certificates, and 
share draft accounts

 establish lending policies
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Credit Union Bylaws

Article VI. Board of Directors
 The board consists of nine members, all of whom must be members of 

this credit union 

 No immediate family members of a director or committee member may 
be a paid employee of the credit union

 The board may appoint a management official who may not be a 
member of the board
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Credit Union Bylaws

Article VI. Board of Directors
 A regular meeting of the board must be held each month

 One regular meeting each calendar year must be conducted in person

 Other regular meetings may be conducted using audio or video 
teleconference methods

 The board has the general direction and control of the affairs of this 
credit union

 Directing the affairs of the credit union in accordance with the Act, these 
bylaws, the rules and regulations and sound business practices
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Credit Union Bylaws

Article VI. Board of Directors
 Appointing one or more loan officers and delegating to those officers the 

power to approve or disapprove loans

 If a director fails to attend regular meetings of the board for 3 
consecutive months, or 4 meetings within a calendar year, or otherwise 
fails to perform any of the duties as a director, the office may be 
declared vacant by the board and the vacancy filled as provided in the 
bylaws

 Any member of the supervisory committee may be suspended by a 
majority vote of the board of directors
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Article VII. Board Officers, Management Officials and 

Executive Committee
 The board officers of this credit union are comprised of a chair, one or 

more vice chairs, a financial officer, and a secretary, all of whom are 
elected by the board and from their number

 The chair also performs such other duties as customarily appertain to 
the office of the chair or as may be directed to perform by resolution of 
the board

 The board must approve all individuals who are authorized to sign all 
notes of this credit union and all checks, drafts and other orders for 
disbursement of credit union funds

Credit Union Bylaws
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Credit Union Bylaws

Article VII. Board Officers, Management Officials and 

Executive Committee
 The financial officer manages this credit union under the control and 

direction of the board unless the board has appointed a management 
official to act as general manager

 Ensure that such financial and other reports as the Administration may 
require are prepared and sent

 Within standards and limitations prescribed by the board, employ tellers, 
clerks, bookkeepers, and other office employees
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Credit Union Bylaws

Article VII. Board Officers, Management Officials and 

Executive Committee
 The board may appoint a management official who is under the direction 

and control of the board or of the financial officer as determined by the 
board

 The secretary prepares and maintains full and correct records of all 
meetings of the members and of the board, which records will be 
prepared within 7 days after the respective meetings
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Credit Union Bylaws

Article VII. Board Officers, Management Officials and 

Executive Committee
 The board may appoint an executive committee of not fewer than three 

directors to act for it with respect to specifically delegated functions

 The board may also authorize such executive committee or a 
membership officer appointed by the board to approve applications for 
membership
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Job Description - Director
Purpose
 To set policy, plan the credit union's course, make sure the credit union maintains its sound 

financial condition, keep communication open to educate members on services, review the 
manager's progress in achieving goals and objectives, and report to the members at the annual 
meeting.

Duties and Responsibilities
 Work with the Manager and the Board to develop objectives and goals for the credit union.

 Make sure the credit union adheres to pertinent laws, regulations, and sound business practices.

 Make sure the credit union maintains sound financial conditions and that the credit unions assets 
are protected against unauthorized or illegal acts.  Designate depositories, authorize borrowing 
and investing, and provide for bonding and other security factors, including internal control 
procedures.  Approve interest rates, dividends, and refunds.  Approve loan limits and savings 
minimums.

 Establish policies, or make sure they are established, and then approve them for all credit union 
programs and activities.

 Make sure new products and services are developed as needed.

 Approve the credit union budget.

 Hire the manager, define the scope of the person's job, and review progress in attaining goals 
and objectives.

 Attend board meetings and special committee meetings, exercise judgment independently from 
the manager, and report to the members at the annual meeting.
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Supervisory Committee

 The Federal Credit Union Act and the Federal 
Credit Union Bylaws stipulate the board of 
directors will appoint a supervisory committee 
consisting of not less than 3 and no more than 5 
credit union members.
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Supervisory Committee

 The duties and powers of the supervisory 
committee are 

1. Make an audit at least annually.

2. Verify the accounts of the members at 
least once every 2 years. (Maintain record 
of account verifications)

Dayton Firefighters Federal Credit Union



 The supervisory committee may employ certified 
public accountants, public accountants, and/or 
other independent qualified persons to perform 
auditing, account verification, and clerical work 
under its supervision. 

 The members of the supervisory committee are 
urged to study the Supervisory Committee 
Guide for Federal Credit Unions (NCUA 8023) for 
assistance in carrying out their important 
function.

Supervisory Committee
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Job Description –
Supervisory committee member
Purpose
 To inspect the credit union’s records for accuracy, its assets for security, and its procedures for 

the proper handling and use of funds.

Duties and Responsibilities
 Make or cause to be made, audits as required by government agencies.  Also prepare and 

submit the necessary written forms.  Conduct or order supplementary audits as the committee 
decides are necessary.

 Inspect the securities, cash, and accounts of the credit union and scrutinize the acts of all 
offices, committees, and employees of the credit union to determine compliance with board, 
state, and other regulatory rules and laws.

 Conduct or order a verification of the loan and share accounts of the members, in accordance 
with credit union policy and regulatory requirements.

 Review minutes of the board.

 Make sure there are internal controls, and that they are being followed.

 Recalculate the expected interest income from loans and investments and the expected interest 
paid on member deposits to determine records are reasonable.

 Suspend any officer of the board of directors if necessary, in accordance with state and federal 
regulations.

 Prepare and make available an annual report to be read at the annual meeting.
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Other Laws Affecting Federal 
Credit Unions

 Truth in Savings Act

 Truth in Lending Act, Regulation Z

 Equal Credit Opportunity Act, Regulation B

 Electronic Fund Transfer Act, Regulation E

 Fair Credit Reporting Act

 Real Estate Settlement Procedures Act (RESPA), 
Regulation X

Dayton Firefighters Federal Credit Union



Other Laws Affecting Federal 
Credit Unions

 Home Ownership and Equity Protection Act 
(HOEPA)

 Homeowners Protection Act of 1998
 Fair Debt Collection Practices Act
 Home Mortgage Disclosure Act, Regulation C
 Right to Financial Privacy Act
 Soldiers’ and Sailors’ Civil Relief Act
 Fair Housing Act
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Other Laws Affecting Federal 
Credit Unions

 Privacy Act

 Bank Secrecy Act (BSA)

 Office of Foreign Asset Control Act (OFAC)

 USA Patriot Act

 Gramm-Leach-Bliley Act

 Flood Disaster Protection Act (FDPA)

 Expedited Funds Availability Act, Regulation CC
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Ethics

 Code of conduct
 to prohibit employees, officers, directors, agents, and attorneys of financial institutions from 

seeking or accepting anything of value in connection with any transaction or business of 

their financial institution

 Fiduciary responsibility
 a position of trust in relation to someone else such that he is required to act for the latter's 

benefit within the scope of that relationship

 Privacy Policy
 addresses the requirements relating to the privacy of consumer financial information

 Confidentiality
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Governance Guidelines

A director's fiduciary duty
 Duty of care

 Directors must act in good faith and exercise their duties 
reasonably and prudently. That means performing all things 
required of directors as set forth in the Federal Credit Union 
Act, state law, or credit union bylaws, and doing them in an 
informed manner.

 Duty of loyalty
 Directors must act in the credit union's best interests. They 

must recognize conflicts of interest, report them to the board, 
and potentially refrain from participating in decisions affected 
by the conflict of interest.

 They must keep confidential all matters relating to the credit 
union's business, including not speaking on the credit union's 
behalf unless authorized to do so. Confidentiality extends to any 
information that isn't otherwise public knowledge, including 
employee information.
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Governance Guidelines

National Credit Union Administration (NCUA) issued Letter to 
Federal Credit Unions No. 03-FCU-07 in October 2003

 provides guidance on codes of ethics and conduct for credit union 
officials
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Volunteer Training and Education 
Plan

 Each member of the Board of Directors is required to 
accumulate at least fifteen service hours of approved 
education each year.  

 Each member of the Supervisory Committee is required to 
accumulate at least twelve credit hours of approved 
education each year.

 The Board of Directors will evaluate this policy annually.
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The Other Players

 NCUA = National Credit Union Administration
 CUNA = Credit Union National Association
 OCUL = Ohio Credit Union League
 Chapter = Miami Valley Chapter of OCUL
 Corporate One
 CUNA Mutual Group
 CUES = Credit Union Executives Society
 FHLB = Federal Home Loan Bank
 FRB = Federal Reserve Bank
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Board Meetings

 Monthly agenda
 Sent by e-mail

 Read or print before meeting

 Attend in-person or teleconference

 Committees
 Report on progress since last meeting

Executive Delinquent loan Supervisory-audit

Membership Human resources Marketing 

Member services Security Technology
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Agenda

Approval of meeting agenda

Approval of Items for Consent agenda:
 Minutes of previous month’s meeting

 Financial reports, budget variances, ratios and statistics

 Investment (Executive committee) activity report

 Delinquent loan report and recommendations for action

 New member report

 Dividends, loan rates, indexes and ALLL transfers

 No Conflicts of Interest to be reported

Set time to adjourn
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Financial Reports

 Balance Sheet

 Income Statement

 Ratio Analysis

 Attachments on news and reports
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Balance Sheet

=

Financial Reports

Assets

Loans

Investments

SELL

Liabilities

Deposits

Borrowings

Equity

Capital

BUY
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Financial Reports

Income Statement

Income

Loan Interest 

Investment Income

- Expenses

Dividends 

Operating

= Earnings
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Financial Reports

Ratio Analysis

 Financial data are reported to the NCUA by all credit unions with 
a quarterly ―5300 call report‖

 The NCUA analyzes data by peer groups and calculates ratios for 
performance and trend analysis 

 The data is made available to credit unions in a Financial 
Performance Report (FPR); the report can be viewed at: 
http://webapps.ncua.gov/ncuafpr/ (our charter no. is 00395)

 The guide that explains every ratio is at: 
http://www.ncua.gov/GuidesManuals/fpr_guide/FPR-
UsersGuide.pdf
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Strategic Issues

VISION 2014

Dayton Firefighters Federal Credit Union



Strategic Objectives

Vision 2009

Dec-03 Dec-03 1Q/04 2Q/04 3Q/04 4Q/04 Dec-04

ACTUAL GOAL ACTUAL ACTUAL ACTUAL ACTUAL GOAL

ASSETS 26,381,514$  27,200,000$  26,506,839$  28,900,000    

LOANS 17,885,480$  20,400,000$  17,915,823$  21,600,000    

EQUITY 3,365,511$    3,292,207$    3,432,760$    3,507,207      

SAVINGS 22,972,131$  25,165,000$  23,002,075$  26,537,000    

AVG. SAVINGS / MEMBER 7,579$           7,000$           7,642$           7,000             

MEMBERS 3,031             3,595             3,010             3,791             

ROA 1.11% 0.70% 1.13% 0.70%

AVG. LOAN / MEMBER 5,901$           5,971$           5,952$           5,971             

PRODUCTS  / MEMBER 2.33               2.26               2.36               2.29               

FTEs 10.00             10.40             10.33             10.80             

PRODUCTS / FTE 706                780                688                804                

ASSETS / FTE 2,638,151$    2,615,385$    2,566,006$    2,675,926      

Dec-05 Dec-06 Dec-07 Dec-08

GOAL GOAL GOAL GOAL

ASSETS 30,600,000    32,400,000    34,400,000  36,400,000$  

LOANS 22,900,000    24,300,000    25,800,000  27,324,000$  

EQUITY 3,722,207      3,937,207      4,152,207    4,368,000$    

SAVINGS 27,909,000    29,281,000    30,653,000  32,032,000$  

AVG. SAVINGS / MEMBER 7,000             7,000             7,000           7,000$           

MEMBERS 3,987             4,183             4,379           4,576             

ROA 0.70% 0.70% 0.70% 0.70%

AVG. LOAN / MEMBER 5,971             5,971             5,971           5,971$           

PRODUCTS  / MEMBER 2.32               2.35               2.38             2.40

FTEs 11.20 11.50 11.90 12.1

PRODUCTS / FTE 828 853 878 905

ASSETS / FTE 2,732,143      2,817,391      2,890,756    2,998,000$    
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Action Items

 Proposals that are ready for a vote. 

 Limited to plan and board policy amendments.  

 Items introduced at a prior meeting that the 
board tabled or delayed.
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Reports of officers, 
committees and management

 Managers, officers, and committees may 
put reports on the agenda only if there is 
something of substance to report.
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Committees
TITLE: Executive Committee (Chairman, Vice-chairman, Treasurer)

REPORTS: Activities and progress reported at the monthly Board meeting by the committee 
chairperson

Purpose

 Acts on behalf of the entire Board in making executive decisions between regular monthly 
meetings that do not require a vote by the Board or approval by rule or regulation as specified in 
Article VII Section 10 of the DFFCU bylaws

 Generally responsible for activities related to reviewing and monitoring the financial performance 
of the credit union and maintaining its sound financial condition

Duties and Responsibilities

 Serves as the investment committee and is responsible for monitoring, reviewing and approving 
credit union investments

 Coordinates the preparation of and recommends to the Board for approval, the annual budget as 
proposed by the Budget sub-committee

 Receives updates from staff and reports on the progress of the strategic plan financial 
strength initiatives

 Assumes the responsibilities of Asset/Liability management committee 
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Committees
TITLE: Delinquent Loan Committee (appointed at Organizational Meeting)

REPORTS: Activities and progress reported at the monthly Board meeting by the committee 
chairperson (or designated representative) along with the monthly delinquent loan report and 
recommendations for Board actions.

Purpose

 Ensures that collection policies reflect the tone and intent of the Board of Directors

 Recommends risk management policy changes to the Board as needed

 Reviews actions taken by the staff to collect and minimize losses due to delinquency

Duties and Responsibilities

 Meets with collections staff to review the monthly delinquent loan report and evaluate collection 
activity

 Reports to Board on trends that may indicate the need for policy change

 Recommends charge-off of loans according to policy to the Board

 Monitors efforts to collect charged off loans

 Reviews Allowance for Loan and Lease Losses (ALLL) for adequacy 
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TITLE: Supervisory-Audit Committee (appointed at Organizational Meeting)

REPORTS: Activities and progress reported at the monthly Board meeting by the committee 
chairperson—may be made by the Board Liaison

Purpose

 To inspect the credit union’s records for accuracy, its assets for security, and its procedures for 
the proper handling and use of funds.

Duties and Responsibilities

 Fulfill duties and responsibilities as described in the DFFCU job description

 Adhere to training and education policy

 Be familiar with and comply with Article IX of the DFFCU bylaws, Federal Credit Union Act and 
NCUA Supervisory Committee Guide for Credit Unions

 Meet at least quarterly and report to the Board on activities

 Communicate with and through the Board liaison

Committees
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TITLE: Membership Officer (appointed at Organizational Meeting)

REPORTS: Account numbers and names of new members at the monthly Board meeting

Purpose

 To carry out the duties described in Article VII, Section 10 of the DFFCU bylaws

Duties and Responsibilities

 Reviews new member applications and determines that membership eligibility requirements are 
met

 Authorizes membership by approval signature according to bylaws

 Tracks membership trends, closed accounts and compares with strategic goals

Committees
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TITLE: Human Resources Committee (appointed at Organizational Meeting)

REPORTS: Activities and progress report at the monthly Board meeting by the committee chairperson

Purpose

 Coordinates and reports on the activities of policy review, ethics and education sub-committees

 Monitors and reports on strategic plan human resources initiative activity

Duties and Responsibilities

 Oversees Policy Review sub-committee in reviewing and revising credit union policies as needed 
and in conjunction with other committees

 Establishes a cycle to make sure all policies are reviewed every 2 years

 Submits policy recommendations to the Board for approval

 Oversees the Ethics sub-committee in reviewing and making recommendations on issues or 
situations where conduct is questionable

 Maintains records of annual acknowledgement of Code of Conduct policy

 Oversees Education sub-committee review of  volunteer training, education and attendance 
records to ensure compliance with policy and bylaws 

 Receives and recommends requests by volunteers for approval to attend outside training and 
determines compliance with policy

 Monitors and reports on the progress of the strategic plan human resources initiatives

Committees
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TITLE: Marketing Committee (appointed at Organizational Meeting)

REPORTS: Activities and progress report at the monthly Board meeting by the committee chairperson

Purpose

 Reports to the Board on marketing activities and strategic plan marketing and membership 
expansion initiatives

 Submits to the Board for approval special promotions, marketing plan and follow-up of results

 Coordinates annual meeting sub-committee and other special activities

Duties and Responsibilities

 Meets with staff to receive updates on marketing efforts, keeping Board informed of promotions 
requiring their approval

 Reviews marketing plan to determine that Board goals and objectives are being met

 Oversees Annual Meeting sub-committee and updates Board on progress

 Oversees Charitable Contribution Committee and updates Board on disbursements

 Monitors and reports on the progress of the strategic plan growth initiatives 

Committees
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TITLE: Member Services Committee (appointed at Organizational Meeting)

REPORTS: Activities and progress report at the monthly Board meeting by the committee chairperson

Purpose

 Keeps the Board informed of additions, changes or enhancements to member services being 
considered for implementation

Duties and Responsibilities

 Monitors and reports on the progress of the strategic plan product initiatives

Committees
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TITLE: Security Officer (appointed at Organizational Meeting)

REPORTS: Activities and progress reported verbally or by written report at the monthly Board meeting 
by the committee chairperson

Purpose

 This individual is the Board representative for ensuring compliance with Part 748 of the NCUA 
Rules & Regulations 

Duties and Responsibilities

 Reviews and recommends for approval by the Board any changes or additions to the DFFCU 
Security Plan

 Oversees the development, implementation and maintenance of the DFFCU information security 
program

Committees
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TITLE: Technology Committee (appointed at Organizational Meeting)

REPORTS: Activities and progress reported verbally or by written report at the monthly Board meeting 
by the committee chairperson

Purpose

 Keeps the Board informed of any developments or changes to technology used to deliver 
services remotely or by other electronic means and to manage threats to integrity of systems 
employed by the DFFCU

Duties and Responsibilities

 Meets with staff to gain insight on acceptance by members of electronic delivery services

 Receives staff reports on condition of equipment and measures taken to protect sensitive data 
and minimize risk of disruption to DFFCU operations

 Receives staff reports on new technology that enhances or is more cost-efficient in delivering 
services or operationally beneficial

 Reports findings to the Board 

 Monitors and reports on the progress of the strategic plan delivery channel initiatives

 Monitors and reports on the progress of the strategic plan technology initiatives

Committees
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For Your Information (FYI)

 FYI items are matters of general interest 
to directors and management with 
significance to past or future actions, 
relevant to issues under consideration, 
and correspondence addressed to the 
board.
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General Discussion

 An opportunity for any director, manager, and 
committee member attending to bring up any 
topic of potential interest to the others.

 Not a time to make a motion or raise an issue of 
significance.

 A suggestion to begin thinking about something 
internal.
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Asset/Liability Management and
Net Economic Value

Ronald W. Boehnlein, CPA
Chief Financial Officer



Asset/Liability Management

 Definition

 Objectives

 Asset/Liability Committee (ALCO)

 Sources and Uses of Funds

 Risks

 NEV and Interest Rate Risk Measurement



ALM Definition

 Process of managing the composition and 
pricing of a credit union’s assets and liabilities

 Controlling the exposure to financial risk with 
the goal of maximizing efficiency of capital 
over the long term



ALM Objectives-Typical CU

 Balance the diverse needs of members

 Generate sufficient income to cover:

 Dividends and Interest

 Operating Expenses

 Planned Capital Accumulation

 Maintain sufficient liquidity

 Make safety a primary consideration



Asset/Liability Committee

 Typically comprised of management staff

 CEO

 Finance Executive

 Lending Executive

 Marketing Executive

 Operations Executive



Sources of Funds

 Members’ Deposits

 Capital-Undivided Earnings and Reserves

 Temporary Borrowing

 Term Borrowing



Uses of Funds

 Loans to Members

 Investments

 Fixed Assets

 Cash (Change Fund, Transaction Accounts)



ALM Risks

 Interest Rate Risk

 Liquidity Risk

 Credit Risk

 Operating Risk



Interest Rate Risk

 Primary focus of ALCO and ALM decisions

 Mismatch between maturities or durations of 
assets and liabilities

 Option Risk

 Basis Risk



Liquidity Risk

 Availability of Funds to meet Cash Flow needs 
as they arise

 Increase in Loan Demand

 Outflows of Deposits



Credit Risk

 Loss of Principal due to default

 Defaults on Loans

 Defaults on Investments

 Downgraded rating on an Investment



Operational Risks

 Fraud and Employee Theft

 Natural Disasters

 Fire

 Intentional Destruction of Property/Data

 Liability Lawsuits

 Hackers

 Inefficient Operations



Measuring Interest Rate Risk

Typical Credit Union Measures:

Rate Sensitivity Gap Analysis

Spread Analysis (Historical/Future)

Asset Valuation (Shock Analysis)



Measuring Interest Rate Risk

NCUA Recommended Additional Methods:

Net Interest Income (NII) Simulation

Duration Gap Analysis

Net Economic Value (NEV)



Net Interest Income 
Simulation

 Simulate impact of changes in interest rates 
of up and down 100, 200, and 300 BP

 Simulation must be dynamic

 Assumptions change with level of interest 
rate shock



Duration

 Simple Duration:

 Present value of weighted average maturity of 
cash flows

 Modified Duration:

 Quantifies the price/yield sensitivity of an 
instrument



Duration

 Effective Duration:

 Expected change in price of an instrument given a 
parallel shift in the yield curve

 Gives consideration to cash flow changes as the 
interest rate changes



Duration GAP Analysis

 Simulation must be dynamic

 Cash flows change with level of interest rate 
shock

 Duration of Equity is the degree of mismatch 
between duration of assets and liabilities



Net Economic Value

Present Value of Assets

- Present Value of Liabilities

+ Net Market Value of Off-Balance 
Sheet Contracts



Net Economic Value

 Measures changes in economic value for 
substantial changes in interest rates

 Typically shocked plus and minus 100, 200 
and 300 BP

 Measures volatility in the credit union’s 
balance sheet



NEV - Measurement

 Estimate cash flows under each interest rate 
scenario

 Determine the appropriate discount rate for 
each cash flow (yield obtainable in the market 
for a cash flow with similar maturity and risk

 Use an option-based pricing model



Simulation Testing Example

NEV % Annual Annual NII%

Scenario NEV NEV Ratio Change Net Int Income Change

Policy Limit 47,850,202 2.00 -25.00%

-300 68,413,251 4.06 7.23% 7,950,786 28.97%

-200 66,992,625 3.98 5.00% 7,437,668 20.65%

-100 65,505,038 3.91 2.67% 6,800,849 10.32%

0 63,800,269 3.82 - 6,164,606 -

100 61,820,138 3.72 -3.10% 5,514,202 -10.55%

200 59,531,960 3.60 -6.69% 4,858,694 -21.18%

300 56,843,498 3.45 -10.90% 4,198,374 -31.90%

Yield Curve:

   Invert 63,637,446 3.81 -0.26%

   Steepen 62,959,963 3.77 -1.32%


