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Examiner Concern 

 “Interest rate risk is the most significant risk the 

industry faces right now.” 
- (NCUA Letter to Credit Unions 14-CU-02) 

 

• Prescribing an investment portfolio / balance sheet 

positioned for rising rates. 

 

• Stay within 3 years on investments and 5 years on real 

estate loans. 
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Examiner Concern 

Source: April 2011 NCUA Economic Overview; Chairman Matz at NAFCU CEO Conference 

April 2011 
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What if Interest Rates Don’t Rise? 

Source: Bloomberg 

April 2011 

     ~ 3.5% 

4th Quarter 2011 

     < 2.5% 

Mid - 2012 

   < 2.0% 

June 2014 

   ~ 2.6% 
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What if Interest Rates Stay Low? 

Risk taking is not risk management! 
Source: Bloomberg 

Japan’s 10-Year Treasury Note 

 

 

15 Years and Counting of Below 2.00% Yields 
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Risk vs. Reward 

Implementing simplistic, arbitrary, or overly restrictive 

controls to position the balance sheet for rising rates 

may create an imbalance in the risk – reward profile. 

• Taking a risk position that rates will rise. 

• Only “being conservative” if rates rise.   

Restrictive Controls 

Lost Earnings 
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NCUA Regulation: Myth vs. Fact 

Federally insured credit unions are required to have as part of 

their asset/liability management: 

• Written interest rate risk policy 

• An effective interest rate risk management program 

o Identifies, Measures, Monitors, Controls 
 

Credit unions should formulate a policy that embodies its own 

practices and metrics appropriate to its operations. 

 

 

 

 

 

NCUA recognizes there are differences between credit unions. 

Risk management 

practices should be 

implemented with 

increasing rigor and 

diligence as size, risk, 

and complexity increase.  

Some 

 interest rate risk 

exposure is a normal 

part of financial 

intermediation. 
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Examiner Concern 

Interest rate risk is high because of a: 

• High long-term asset ratio, or  

• High Supervisory Interest Rate Risk Threshold Ratio, or 

• Failing17/4 test 
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NCUA Guidance: Myth vs. Fact 

What is the long-term asset ratio?  

Net Long-Term Assets/Total Assets: The sum of real 

estate loans which will not refinance, reprice or mature 

within 5 years, member business loans, investments with 

remaining maturities of more than 3 years, NCUSIF 

deposit, land and building, and other fixed assets divided 

by total assets. 
     

                 Source:  NCUA Financial Performance Reports (FPR) User’s Guide 
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NCUA Guidance: Myth vs. Fact 

What is NCUA’s benchmark for a max long-term asset ratio?  

• “We don’t have [one]… It used to be the old rule of thumb that 

we heard that there’s this magic limit of 25% of long-term assets 

to total assets was the limit. That’s never actually been the 

case.” 

• “We do not have a prescribed or defined benchmark formally, or 

informally for that matter, in terms of what’s too much in terms of 

long-term assets.” 

• “There is not a limit but it does cause the examiner to start 

thinking in terms of interest rate risk and how is this credit union 

managing this risk.” 

NCUA Director of the Office of Examination and Insurance Larry Fazio at the October 2012 Virtual Town Hall Webinar 
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NCUA Guidance: Myth vs. Fact 

Net Long Term Asset Ratio (NLTA) 

• The NCUA is “not going to tell you to manage to NLTA.“ 

• The NLTA is a "crude gauge" and "not a precise measure 

of interest rate risk."  

• The NLTA is a helpful "off-site scoping mechanism.“ 

• Credit unions with high ratios “are not automatically a 

problem.” 

• The NLTA “should not show up in your DORs.” 

 

NCUA Director of the Office of Examination and Insurance Larry Fazio at the NCUA Listening Session, July 2014 
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NCUA Guidance: Myth vs. Fact 

Supervisory Interest Rate Risk Threshold (SIRRT) Ratio 

• “We use that ratio as a proxy for a gauge of long-term assets to 

total assets and to get a sense for interest rate risk… on the 

balance sheet.” 

  

• “It’s not a precise measure and it’s not intended to be. It’s one 

that we can drive off of call report data and put on the FPR.”  

  

• “So, it’s meant to be gauge. It’s not meant to be a precise interest 

rate risk measure.” 

 NCUA Director of the Office of Examination and Insurance Larry Fazio at the October 2012 Virtual Town Hall Webinar 
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NCUA Guidance: Myth vs. Fact 

NCUA’s 17/4 Test  

• “We don’t really use the 17/4 test as a risk metric guide 

post for determining low, medium, or high. It’s more of a 

qualitative as well as quantitative review.” 

 

• “We’re not really using the 17/4 test anymore.” 

 

 NCUA Director of the Office of Examination and Insurance Larry Fazio at the October 2012 Virtual Town Hall Webinar 
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IRR Measurement and Monitoring 

• Sufficiently rigorous to capture and measure all material IRR. 

• Reported at least quarterly. 

 

Risk Measurement Methods 

• Gap Analysis and NCUA Asset Valuation Tables 

o Simple Measures 

• Income Simulation and Net Economic Value 

o Comprehensive Measures 

 

NCUA Regulation: Myth vs. Fact 
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Examiner Concern 

 Policy limits for NEV must be based off of par. 

  

or 

  

 Must use par for non-maturity share assumptions.  
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Non-Maturity Share Assumptions 

• Par equates to all shares being withdrawn if share rates do not rise along 

with the market – is this reasonable? 

• Historical deposit rate sensitivity and lag analysis can help determine and 

document reasonable assumptions.  

 

 

 

 

 

 

 

 

 

Source: Sample ALM, Balance Sheet Management Services  
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NCUA Regulation/Guidance: Myth vs. Fact 

NCUA Letter to Credit Unions 03-CU-11: Non-Maturity 

Shares and Balance Sheet Risk (July 2003) 

• Some credit unions may choose a simple approach…priced at par.  

• Some credit unions may choose to incorporate their forecasted 

share behavior…best practices indicate that a credit union should 

conduct a documented assessment of its member behavior… 

 

Interagency Advisory on Interest Rate Risk Management 

Frequently Asked Questions (Jan 2012): 

• Institutions should use (non-maturity deposit decay) assumptions 

that reflect the institution’s profile and activities and generally avoid 

reliance on industry estimates or default vendor assumptions. 
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Non-Maturity Share Assumptions 

NCUA Letter to Credit Unions 03-CU-11:  

Non-Maturity Shares and Balance Sheet Risk (July 2003) 

• Credit unions that forecast share behavior and incorporate those 

assumptions into their risk identification and measurement process will be 

expected to perform sensitivity analysis reflecting the value of the non-

maturity shares by varying the underlying assumptions. 

 

• The sensitivity analysis should be sufficiently rigorous to reflect the 

potential changes in non-maturity share behavior under stressed interest 

rate and economic conditions.  

 

• The sensitivity testing should represent a good faith evaluation whether 

non-maturity share behavior that differs from the forecast assumptions 

would create any undue risk to the credit union. 
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Non-Maturity Share Assumptions 

Source: Sample ALM, Balance Sheet Management Services  

• Expectations for sensitivity testing is significantly increasing.  
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Examiner Concern 

NCUA Regulation requires the following IRR limits: 

 

• Income Simulation: net interest income after shock change 

less than 20 percent over any 12-month period. 

 

• Asset Valuation: after shock change in book value of net worth 

less than 50 percent, or after shock net worth of 4 percent or 

greater. 

 

• Net Economic Value: after shock change in net economic value 

less than 25 percent, or after shock net economic value of 6 

percent or greater. 
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NCUA Regulation: Myth vs. Fact 

Source: Appendix B to NCUA Rule 741 
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NCUA Regulation: Myth vs. Fact 

Source: NCUA Examiner Guidebook (Ch 13: ALM) 

  IRR Exposure    

  ------------- Risk ------------ 

  Basis of Measurement  Low  Moderate  High    

  Gap    

  % change in any given period or  +/- 10% +/- 10-20% > +/- 20%   

  cummulatively over 12 months    

    

  Earnings Simulation   

  NII: after shock change over any <20% 20-30% >30%   

  12-month period    

    

  NI: after shock change over any <40% 40-75% >75%   

  12-month period   

    

  Asset Valuation:   

  After shock change in book value  <25% 25-50% >50%   

  net worth   

  or   

  after shock value of net worth  >6% 4-6% <4%   

    

  NEV:   

  After shock change in market value  <25% 25-50% >50%   

  net worth    

  or   

  after shock value of net worth  >6% 4-6% <4%   
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Examiner Concern 

Management should be making decisions on 

new business activities based on IRR modeling 

• Operational decisions should reflect IRR measurement 

results to control balance sheet makeup, funding, pricing, 

and business strategies. 

• Measures to manage/control IRR should always be 

considered when a new activity increases IRR. 

• Modeling gains importance as net worth decreases, 

income becomes negative and/or interest rate risks 

approach board approved maximum or minimum levels. 

       -NCUA Letter to Credit Unions, 12-CU-11 
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Examiner Concern 

Examiner expectations when assessing a new strategy: 

 

• IRR testing should be documented in the ALCO and/or Board 

minutes and should provide some justification for new strategy. 

• Key management staff should fully understand IRR implications of 

new products/services and future plans for new products and 

services. 

• Level of due diligence and quality of documentation/analytics will 

be critical in assessing risk to institution.  

 
 -NCUA  Examiner Handbook, Chapter One, Risk Focused Program 
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Advanced Strategic Analytics 



 

26 

Asset Liability Management/Modeling   

• ALM analytics can assess the impact of new products/services (various 

loan and share programs) on the entire balance sheet (net interest income 

simulation, net economic value standpoint, or liquidity forecast).  

 

• The modified balance sheet can be reviewed side-by-side with the original 

balance sheet.  

 

• Increased interest rate risk, liquidity risk and concentration risk can be 

quickly identified through the model. 

 

• Only significant and/or new strategies should be subjected to such 

modeling as excessive modeling can produce much higher costs at 

diminishing marginal returns. 
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Examiner Concern 

There are deficiencies in the liquidity management 

process.  

• Not having, or having an inadequate, liquidity policy.  

• Inadequate liquidity risk limits. 

• Funding sources are not diversified. 

• Risk measurement projections are not forward looking. 

• Not having, or having an inadequate, Contingency Funding 

Plan. 
 

6 



 

28 

All credit unions need to have a written liquidity policy. 

Critical elements of sound liquidity risk management 

include: 

• Corporate Governance 

• Liquidity Management Policy 

• Liquidity Risk Reporting 

• Internal Controls 

• Diversified Funding 

• Intraday Liquidity 

• Cushion of Liquid Assets 

• Contingency Funding Plans 

 

 

NCUA Regulation: Myth vs. Fact 
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 The process of measuring liquidity risk should include robust 

methods for comprehensively projecting cash flows over an 

appropriate set of time horizons. 
 

 

Liquidity Risk Management 

Source: Sample ALM, Balance Sheet Management Services  
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Credit unions with more than $50 million in assets: 

• Liquidity Policy 

• Establish a formal Contingency Funding Plan.  

o The sufficiency of liquidity sources. 

o Identifies contingent liquidity sources. 

o Policies to manage a range of stress environments. 

• Short term events 

• Long term events 

o Lines of responsibility to respond to liquidity events. 

o Management processes that include clear implementation and 

escalation procedures for liquidity events. 

o Stress testing and updating the plan.  

 

 

 
 

NCUA Regulation: Myth vs. Fact 
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The contingency funding analytical assessment ensures that 

the sources of liquidity are sufficient to fund normal operations 

during a liquidity crisis. 

 

 

 

 

 

 

 

The CFP analytical assessment should also be stressed. 

 

Liquidity Risk Management 

Source: Sample ALM, Balance Sheet Management Services  
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Credit Unions with more than $250 million in assets: 

• Liquidity Policy 

 

• Formal Contingency Funding Plan 

 

• Backup Federal Liquidity Source 

o Federal Reserve’s Discount Window 

o Central Liquidity Facility (CLF) 

• Regular membership  

• Membership through an agent 

o Apply by March 31, 2014. 

o Federal Home Loan Bank (FHLB) will not satisfy requirement. 

 

• Must conduct advance planning and periodic testing. 

o Required by December 31, 2014. 

 
 

NCUA Regulation Myth vs. Fact 
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Examiner Concern 

Concentrations are not being properly controlled. 

• Policy limits. 

• Reporting.  

• Level of a particular concentration is too high.  

7 



 

34 

NCUA Guidance: Myth vs. Fact 

• Management should know what concentration risks there are, 

and be able to demonstrate appropriate risk management to 

monitor and control the risk. 

 

• The board of directors must establish a policy which addresses 

its philosophy on concentration risk, limits commensurate with 

net worth levels, and the rationale as to how it fits into the 

overall strategic plan of the credit union. 

 

• Concentrations that exceed 100 percent of net worth must be 

monitored. 

o Single Exposures 

o Aggregate Exposures 
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Risk vs. Reward 

Risk management helps keep risk and reward in balance! 

 

Good risk management is good business! 



Thank You! 
The information in this document has been obtained from sources we believe to be reliable, however, we do not guarantee it is accurate or complete.  Parts of 

this document are based on assumptions, which we believe to be reasonable and supportable, however, future events may influence actual performance. The 

projections contained herein are hypothetical in nature, and do not reflect actual balance sheet or investment results and are not guarantees of future results. 

This document is not and should not be construed as an offer or solicitation of an offer to buy or sell any security or securities.  From time to time officers, 

employees of the firm, or the firm itself may hold a position in the securities referred to herein, or act as a principal in transactions involving the securities 

referenced in this document. As with all debt securities, sale prior to maturity may cause principal gain or loss. Securities have inherent risk, including credit, 

prepayment, extension and market risk. This information is subject to change without notice.  Clients of First Empire Securities, Inc. may also be clients of 

FESI’s affiliated companies.  Affiliated companies may receive compensation or fees from clients and, as a result, the affiliated companies may have conflicted 

interests, loyalties, and responsibilities.  BSMS is an affiliate of First Empire Securities, Inc.  BSMS is not a member of FINRA/SIPC.  First Empire Securities, 

Inc., is solely a member of FINRA/SIPC 

 

 

 
Prescott Ford, CFA, Managing Director of the Office of Regulatory Affairs 

 regulatoryaffairs@1empire.com or 800-645-5424 ext. 4801 


