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Director’s Overview

Failure to properly manage balance sheet and off-balance sheet instruments, both to maximize and maintain the spread between interest earned and paid, may result in negative earnings and, subsequently, a liquidity crisis. Effective risk management includes managing credit risk, interest rate risk, liquidity risk, compliance risk, price risk, and reputation risk.  The Funds Management Policy addresses Asset & Liability Management, Liquidity Risk, and Interest Rate Risk. 
Major Policy Elements

· Major lines of authority and responsibility for funds management decisions

· Formal mechanism to coordinate asset and liability decisions

· Guidelines for level of rate-sensitive assets and rate-sensitive liabilities and the relationship between them

· Outside limits for imbalance between rate-sensitive assets and rate-sensitive liabilities

· Method to identify liquidity needs and the means to meet those needs

· Requirements for level of liquid assets and other sources of funds in relationship to anticipated and potential needs

· Identification of securities to be used for funds management

· Monitoring and reporting for internal management and the board. 

Funds Management Policy Scope
Statement of Need and Definition
ORGANIZATION’s Governance Board cannot manage new products, interest rate changes, regulatory revisions, and increased competition without sound asset/liability management, interest rate risk, and liquidity policies and procedures. An effective Funds Management Policy [FM], which incorporates these functions, helps the Board to monitor and control ORGANIZATION’s vulnerability to such changes.  
The Purpose and General Objectives of Funds Management
The purpose of this policy is to establish the focus of ORGANIZATION’s FM process, including the management of interest and re-pricing opportunities, and maturity elements for assets and liabilities. The FM strategies will be accomplished through the following primary objectives:

· To minimize liquidity risk on the balance sheet by maintaining the volume, mix, re-pricing characteristics, and maturities of assets and liabilities at optimum levels.

· To control the degree of re-pricing risk in ORGANIZATION’s rate sensitive assets and rate sensitive liabilities (RSA/RSL).

· To limit ORGANIZATION’s interest rate risk exposure resulting from changes in interest rates considering both on- and off-balance sheet items.

· To establish and maintain appropriate capital levels to ensure safety and soundness while providing an appropriate return to stockholders.

The general objective is to manage the exposure of planned net interest margins to unexpected changes due to interest rate fluctuations. These efforts will also affect loan pricing policies, deposit interest rate policies, asset mix and volume guidelines, and liquidity and capital planning. Furthermore, FM strategies will be in compliance with regulations. The FM Policy is intended to ensure ORGANIZATION’s compliance with applicable accounting and regulatory guidelines.  
See also ORGANIZATION’s Investment Policy for additional information.  The Investment Policy discusses the maturity, liquidity, and pledging requirements of its portfolio and those comments are incorporated by reference into the FM Policy.  Only securities in ORGANIZATION’s available-for-sale portfolio will be used to manage ORGANIZATION’s asset/liability position.  
General and Specific Goals
The goals of the FM function will be in accordance with ORGANIZATION’s marketing strategy and overall business plans and objectives. The Governance Board acknowledges any benchmark calculations (GAP, interest sensitivity, loan to funding ratio, etc.) are denoted as “goals” in this policy.
The following summarizes the general and specific goals of the FM Policy:

A.
The General Goals of this policy are to:
1. Focus attention on the volume, mix, repricing opportunities, products pricing (including the direct and indirect product costs), and maturities of assets and liabilities.

2. Evaluate the impact of disclosure and reporting requirements mandated by the regulators. 

3. Evaluate the impact of disclosure and reporting requirements that pertain to the fair value of financial instruments and the investment portfolio.

4. Assess the degree of mismatch or gap between rate-sensitive assets and liabilities as well as fixed-rate assets and liabilities to erosion of capital and earnings.
5. Control exposure to changes in interest rates to provide optimum and stable net interest margin.

6. Provide the basis for integrated balance sheet management and maintain liquidity.

7. Ensure the safety and soundness of ORGANIZATION’s deposits, while providing an appropriate return or increase in capital.
8. Delegate the responsibility of interest rate risk monitoring and management to ALCO and specifically to the CFO.

B. The Specific Goals of this policy are to:
1. Achieve and sustain annual increases in equity and/or retention of earnings.
2. Ratio of net loans to average assets of above 60 percent

3. Rate-sensitive assets minus rate-sensitive liabilities divided by total assets (gap ratio) < 10 percent on a cumulative basis, for calculated time frames of overnight, six months, one year, and two years

4. Tier 1 capital to risk-weighted assets of 4 percent or greater and total capital (tier 1 and tier 2) to risk-weighted assets of 10 percent or greater or consistent with regulatory guidelines
for well-capitalized banks.
5. Total assets leverage ratio (tier 1 capital/adjusted total assets) of greater than or equal to 4 percent or consistent with regulatory guidelines

6. Cash liquidity calculation not less than 10% or more than 20% for the organization.
7. Investment portfolio that meets liquidity needs and yet provides reasonable yields.
Funds Management Policy Elements 
Authority
The Governance Board will delegate day-to-day operational authority to the senior executive officers who will meet no less frequently than monthly as a formal management asset/liability committee (ALCO). The purpose of the committee, its membership, its duties, and the types of reports it provides to other management team members as well as the Governance Board are more fully detailed in a later section of this policy titled “The Asset/Liability Management Committee.”

Risk Management
In addressing asset/liability management issues, the Governance Board and senior management must be aware of the potential risks that arise related to differing types of rate sensitive assets and liabilities and the relationship among them, ranging from loans and investments to deposit structures. In establishing an FM Policy, the Board has evaluated various risks; these risks, and their related management techniques, which include:

· Credit Risk: Impacting earnings or capital due to an obligor’s failure to meet the terms of a loan or an investment, or otherwise failing to perform as agreed. Credit risk occurs any time an institution relies on another party, issuer, or borrower performance.

· Interest Rate Risk: Addressing the potential adverse impact to the organization’s capital or earnings arising from movement in interest rates. Interest rate risk evaluation must take into consideration the impact of complex hedging strategies or products which become illiquid; potential impact on loans or investments due to earnings reduction of the actual investments per changes in interest rates; or ability to sell assets in the portfolio due to significant changes in interest rates. 

· Liquidity Risk: Addressing the risk to earnings or capital arising from a bank’s inability to meet its obligations when they come due without incurring unacceptable losses. Liquidity risk includes also the inability to manage unplanned decreases or changes in funding sources, or failure to recognize or address changes in market conditions that affect the ability to liquidate assets quickly and with minimal loss in value.

· Foreign Exchange Risk: Monitoring and addressing the risk associated when there is a currency mismatch between the organization’s assets and liabilities that exposes it to foreign exchange rate fluctuations that can cause either losses or gains. 
· Price Risk: Measuring and supervising the risks inherent with market-making, dealing, and position-taking activities in interest rates, foreign exchange, equity and commodities markets. Price risk represents a risk to earnings or capital arising from changes in the value of portfolios of financial instruments.

· Compliance Risk: Maintaining legal compliance with various appropriate regulations as well as compliance with the organization’s ALCO Policies.

· Reputation Risk: Developing and retaining marketplace confidence in handling customers’ financial transactions in an appropriate manner as well as protecting the safety and soundness of the institution.

· Economic Risk: maintains an awareness of local, regional, and national economic conditions that may impact ORGANIZATION’s balance sheet strategies.

· Strategic Risk:  impacts current and prospective earnings or capital arising from adverse business decisions, improper implementation of decisions, or lack of responsiveness to industry changes.  No strategic goal or objective should be planned without considering its impact on a bank’s funding ability.

· Transaction Risk:  impacts current and prospective earnings and capital arising from fraud, error, and the inability to deliver products or services, maintain a competitive position, and manage information.  Systems that directly affect liquidity include wire transfer systems for check and securities clearing, electronic banking, and operations governing credit, debit, and smart card usage.  If product lines change, management must adjust the systems to ensure that all transactions can be handled.

Definitions
Definitions used in this policy are consistent with terms and acronyms recognized in the financial services industry. Directors and management of the organization must be familiar with and understand the terms and acronyms to successfully manage the treasury/finance function.
Asset/Liability Management Component
Asset/Liability Management Committee
Purpose

The purpose of the asset/liability management committee (ALCO) is to:

· Establish FM procedures

· Communicate board policies regarding limits and concerns

· Coordinate and control FM functions

· Investment portfolio monitoring

To direct the FM function, the ALCO will establish and monitor the volume and mix of ORGANIZATION’s assets and funding sources. The overall objective will be to manage ORGANIZATION’s assets and liabilities consistent with ORGANIZATION’s liquidity, capital adequacy, loan and deposit growth, risk, and profitability policies and goals.

Board and Management Oversight

The ALCO shall consist of executive officers: President/CEO, Chief Financial Officer, Chief Risk Officer and Chief Credit Officer serving as voting members.  
The ALCO shall oversee compliance with the FM Policy and applicable regulatory guidelines. The ALCO will make recommendations to the Governance Board for policy changes and to approve activities as appropriate.  The ALCO shall have the following responsibilities:

· Originate and perform periodic reviews of ORGANIZATION’s FM Policy including tolerance limitations and guidelines for risk management.  
· Establish procedures primarily through timely reports to Governance Board for monitoring compliance with the FM and Investment Policies.

· Monitoring ORGANIZATION’s capital position and make appropriate recommendations to the Governance Board. 

· Originate and perform periodic reviews of ORGANIZATION’s Investment Policy including tolerance limitations and guidelines for risk management.  
· Additional activities include:
· Monitor investment portfolio activities 
· Setting of Funds Management strategy
· Recommend appropriate actions and policy or strategy changes as deemed necessary based on these reviews
· Submit the FM Policy, with any recommended revisions, to the Board of Directors for approval on an annual basis.
The ALCO may make decisions on the following:

· Pricing of assets and liabilities

· Proper implementation of the FM program

· Investment in various assets and liabilities

· Assumptions for investment decisions

· New asset or liability products

· Liquidity levels to meet current and projected needs

· Classification of newly purchased securities as held to maturity or available for sale

· Changes in classification allowed for any one time transfers

The ALCO shall meet on a monthly basis and minutes will be recorded. The minutes of the ALCO shall be included in the Board package for the next month’s regularly scheduled Board meeting.

Liquidity Contingency Component
ORGANIZATION will be capable of meeting customer obligations at all times. Accordingly, liquidity is measured by ORGANIZATION’s ability to have sufficient cash reserves on hand, at a reasonable cost and/or with minimum losses, as well as to meet liquidity requirements under supervisory agency regulations.

Deposit Funding Strategy

Deposit funding management decision-making responsibilities shall be clearly defined by applicable bank policies, with the acceptable level of risk tolerance set forth by the Board. Management will avoid excessive reliance on funds that may be only temporarily available or which may require premium rates to retain.  The types and terms of wholesale funding sources that are permitted have been defined in the Liquidity Contingency Funding Plan approved by the board.   
Reasonable control structures will be developed to limit funding concentrations. Limit structures shall consider typical behavioral patterns for depositors or investors and be designated to control excessive reliance on any significant sources or type of funding. Specific attention shall be paid to rate-sensitive or credit-sensitive deposits.
Management information systems (MIS) that clearly identify non-relationship or higher-cost funding programs and allow management to track performance, manage funding gaps, and monitor compliance with concentration and other risk limits shall be utilized. MIS shall include a listing of funds obtained through each significant program, rates paid on each instrument and an average per program, information on maturity of the instruments, and concentration or other limit monitoring and reporting.

Contingency funding plans shall address the risk that these deposits may not “roll over” and provide a reasonable alternative funding strategy. ORGANIZATION’s contingency funding plan will consider the potential for changes in market acceptance if reduced rates are offered on rate-sensitive deposits.

ORGANIZATION will monitor closely the volatility of its deposits as well as its customer’s credit needs.  

Liquidity Strategy

Potential liquidity demands may include letter of credit draws, funding loan commitments, cash withdrawals, and other funding needs. ORGANIZATION will take a conservative management approach to liquidity.  Specifically, the Governance Board does not want to take a large liquid or illiquid position. It also wants to avoid funding concentrations. The following courses of action will be considered and will be taken as appropriate to achieve sufficient liquidity:

· Maintain regulatory lines of credit and commercial bank loan lines of credit. Lines of credit will not be relied on except in short-term peaks of demand.

· Manage the investment portfolio to ensure that maturities meet liquidity needs. As investments mature, funds will be used to meet ORGANIZATION’s cash needs, or the funds will be reinvested to maintain a desired liquidity position.

· Purchase interbank funds to meet short-term liquidity needs. 

· Establish maximum borrowing limits for meeting liquidity needs, including a list of acceptable creditors, and name the officers who are authorized to borrow.

Each course of action will be analyzed to determine the most cost-effective solution to meeting liquidity needs.

Borrowed Funding Strategy

ORGANIZATION maintains a correspondent deposit relationship with other financial institutions.  These accounts consist of interbank sold and due from bank accounts.  This means that liquidity needs can be met by decreasing the amount of fed funds sold or due from bank accounts.  
ORGANIZATION may utilize wholesale borrowings obtained from financial intermediaries or other commercial banks and securities firms. Use of wholesale borrowings shall be managed prudently in order to achieve ORGANIZATION’s funding goals and assist in controlling interest rate and liquidity risks. 

Management understands the potential for increased sensitivity to market and liquidity risks associated with more complex funding instruments that may include embedded options. As such, the following management techniques shall be considered as ORGANIZATION secures wholesale borrowings:

· Review ORGANIZATION’s borrowing contracts for options, such as interest caps or floors/ceilings, or other features that may affect ORGANIZATION’s liquidity and sensitivity to market risks. Management will also review collateral agreements for fees, collateral maintenance requirements, triggers for increases in collateral, and other features that may affect ORGANIZATION’s liquidity and earnings.

· Assess ORGANIZATION’s management processes for identification and monitoring of risks associated with the various terms of each borrowing contract, including penalties and option features over the expected life of the contract. 

· Stress testing borrowing contracts prior to entering into the agreement and periodically thereafter. Stress testing shall not be reliant on the results and/or assumptions provided by the wholesaler. Tests will cover a reasonable range of contractual triggers and external events, including interest rate changes that could result in the exercise of embedded options or ORGANIZATION’s termination of the agreement. Prepayment penalties may result.

· Determining whether the ALCO or Board has been fully informed of the risks and ramifications of wholesale borrowing agreements prior to engaging in the transactions as well as on an ongoing basis.

· Determining whether funding strategies regarding wholesale borrowings, particularly those with options, are consistent with both the portfolio objectives of ORGANIZATION and the level of sophistication of ORGANIZATION’s risk management. 

ORGANIZATION maintains lines of credits with various financial institutions and other financial organizations.  Management will seek approval of the Governance Board prior to entering into new borrowing relationships.  
Capital Adequacy and Dividends
ORGANIZATION is required to maintain adequate equity capital to protect against the risk of loss in its investment and loan portfolios and/or other assets. The Governance Board has established a long-term goal of maintaining a minimum level of total capital (tier 1 and tier 2) to risk-weighted assets of xx percent or greater. This level is deemed adequate to protect both our depositors and stockholders. 
The amount of dividends to be paid, if any, will be determined by the Governance Board. The amount will be related to the growth and profits being generated. No dividend will be declared that would cause the risk-based capital to assets ratio to fall below 10 percent. If dividends in any interest period would have a serious negative impact on net worth, the Board of Directors will restructure its earnings policy to address this problem.
Target Ratios and Measurements
Specific targets are outlined below and additional information is contained within ORGANIZATION’s Investment Policy.  These ratios are expressed as percents (%).

Risk Guidelines recognizes that effective management of interest rate risk includes understanding when potential changes in interest rates will flow through the earnings statement.  The primary tool in managing interest rate risk in this manner will be the income simulations which will be utilized to quantify the potential impact on earnings.  Two risk measures will be used:
· Rate Shocked Interest Margin Simulation Analysis - Rate Shock is a forward-looking method for stress testing the net interest margin (NIM) under several changes in interest levels.  An acceptable range for a 12 month cumulative % effect is:

· +/- 400 basis point shock change -20.0% tolerance measured quarterly
· +/- 300 basis point shock change -15.0% tolerance measured quarterly

· +/- 200 basis point shock change -10.0% tolerance measured quarterly

· +/- 100 basis point shock change -  5.0% tolerance measured quarterly
Loans to Deposit Ratio is total outstanding loans (before allowance for loan losses) divided by total deposits.  An acceptable range is > 90% < 105%.

Problem Loans to Capital Ratio is loans identified by ORGANIZATION as sub-standard or worse divided by total capital.  An acceptable range is < 25%.
Liquidity Ratio is total due from bank accounts, interbank funds sold, and investment securities less pledged securities divided by total assets.  An acceptable range is >10% - < 20% for the organization.
Risk Based Capital to Assets Ratio is the total of Risk Based Capital divided by total assets.  An acceptable range is >10%.

FX assets to FX liabilities Ratio is the amount of FX denominated assets equal to FX denominated liability exposure. An acceptable range is .9 to 1.1x; thus, limiting level fo FX exposure to 10%. 
The ALCO will review a financial report that analyzes these ratios.  The required ratios, as defined and outlined in Appendixes A and B, have triggers with corresponding action plans.

Interest Rate Risk Component

Failure to properly limit and manage interest rate risk (IRR) can cause earnings and capital to be adversely affected by fluctuations in interest rates. In addition to interest rate risk, management must also address liquidity, price, compliance, and reputation risks in formulating this component.  The objectives of the IRR component are to define: 
1. Responsibility of managing and implementing policy

2. Limits on assumed interest rate risk expressed in accounts actually affected, rather than only balance sheet imbalances

3. Development of models to project future shortfalls due to changes in rates and economies

4. Periodic review of risk assumed and testing of compliance

The purpose of IRR management process is to quantify and control interest rate risk while, at the same time, focusing on the net interest margin and net income for profit.  Not only can changes in interest rates affect the earnings of ORGANIZATION, they can also affect the economic value of the underlying financial instruments.  

The Governance Board has adopted the following IRR strategy to communicate limits, policy, authority, and permissible activities to senior management so that the above-stated objectives may be met.

IRR is affected by both accounting rules and economic changes. This risk is evident when a change in interest rates calls for a change in the value of specific assets (accounting). Risk is also evident in the income statement when changes occur in either assets or liabilities, creating an imbalance or gap in repriceability, and thereby reducing net interest margin and income.  Therefore, this strategy must be reviewed and implemented in conjunction with the asset/liability, planning, investments, and capital policies.

The ALCO uses gap reports to reflect both the asset/liability imbalances and the effects on net interest income. Gap reports reflecting net interest income fluctuations will be prepared using varying interest rate scenarios to study best/worst cases. Such reports must also include the possible effects of specific options already provided in retail products. Imbalances will be translated into their effect on net interest income under probable interest rate increases/decreases. Gap will also be extended to five-year maturity.

The ALCO should review the following information in conjunction with the most recent 2 year forecast in the interest rate risk model:

·   Verify that the risk profile is within established limits of the interest rate risk profile
· Forecast changes in interest rates and, accordingly, set rates for loan and deposit pricing strategies.

· Anticipate changes in the volume and mix of the loan and investment portfolios.

· Anticipate changes in the volume and mix of sources of funds such as demand deposits, time deposits, and savings deposits.
· Compare key performance ratios from both historical data and with local peers.

· Review local and national business and economic conditions. 

At its meetings, the ALCO may consider the following items in reviewing interest rate risk:

1. Results and direction in compliance with approved strategy

2. Current interest rate and economic outlooks

3. Loan and deposit demand levels

4. Pricing and maturity of both assets and liabilities

5. Current interest rate exposure vs. limits

6. Adequacy of current limits

7. Risk analysis impact from other elements

8. Strategies to counteract adverse interest rate projections

9. Any regulatory developments or changes

The ALCO will recommend strategies to maintain acceptable levels of interest rate risk, within the limits approved by the Governance Board. 
Strategies must be approved by the Governance Board before any implementation procedures. The strategies must coincide with the approved business objectives and plan. Once approved, responsibility for implementation may be delegated to appropriate personnel. 

Interest Rate Risk Limits 

IRR limits will be expressed in terms of tolerable changes to earnings and market values. Market values of assets may be expressed under one limit based on a change in capital values or by major asset categories.   Limits should be expressed in increments of the basis point change in expected rates. In other words, limits will be expressed for each major fluctuation in 100 basis points.
Limits on earnings fluctuations may be expressed in percentage or local currency change. Limits may also be expressed in an equation:

Cumulative gap (one year) × assumed change in rate =
local currency change in book income at one year

Limits will be reviewed quarterly and may be adjusted based on interest rate assumptions and increased ability to measure such limits (as interest rate risk is further quantified and monitoring capabilities are improved). The ALCO may want to report to the board more frequently in changing markets. Accordingly, limits may be reviewed monthly in fast-changing markets.

Limits will be expressed in the following format:

	Maximum Percentage Change in

	Basis Point Changes
	Net Interest Income
	Net Income

	
	Next 4 Quarters

(percent)
	(percent)

	+
	400
	           - 20%
	      - 40%

	+
	300
	           - 15%
	      - 30%

	+
	200
	           - 10%
	      - 20%

	+
	100
	           -   5%
	      - 10%

	Base
	0
	 
	 

	-
	100
	           -   5%
	      - 10%

	-
	200
	           - 10%
	      - 20%

	-
	300
	           - 15%
	      - 30%

	+
	400
	           - 20%
	      - 40%


If the risk profile is outside of allowable risk limitations, recommendations for corrective action will be made.  If corrective action has already been taken, a summary of what was accomplished will be reported. Results will be reported to the Board quarterly, with any significant interim changes discussed at monthly board meetings.

Appendix A

Interest Rate Risk (IFF) Guidelines
The Established Risk Guidelines are intended to be a guide for the ALCO and to measure different risks, tolerance ranges, and other key financial management information.   

ORGANIZATION recognizes that effective management of interest rate risk includes understanding when potential changes in interest rates will flow through the earnings statement. ORGANIZATION’s primary tool in managing interest rate risk in this manner will be the income simulations which will be utilized to quantify the potential impact on earnings and capital of changes in interest rates.

In assessing the appropriateness of any strategy, the FM Committee will assess the expected results of actions with the desired effect of either shortening or lengthening the overall interest rate sensitivity of ORGANIZATION’s assets and liabilities.  The maximum amount of exposure to interest rate risk is determined by the Governance Board.  Exposure limits will be stated in terms of maximum potential reductions in net interest income resulting from changes in interest rates over the next twelve-month period.  
Rate Shocked Interest Margin Simulation Analysis 

Rate Shock is a forward-looking method for stress testing the net interest margin (NIM) under several changes in interest levels.  These levels span four 100bp increments up and down from the current interest rates. A simulation of income reflects ORGANIZATION’s pricing response to these rate changes and incorporates likely customer responses in prepaying loans or early withdrawal of deposits.  The projected NIM over the next twelve months will not be reduced by more than the percentages as outlined below.
Key Risks, Tolerance, Measurements, and Established Guidelines

	Maximum Percentage Change in

	Basis Point Changes
	Net Interest Income
	Net Income

	
	Next 4 Quarters

(percent)
	(percent)

	+
	400
	- 20%
	- 40%

	+
	300
	- 15%
	- 30%

	+
	200
	- 10%
	- 20%

	+
	100
	-   5%
	- 10%

	Base
	0
	
	

	-
	100
	-   5%
	- 10%

	-
	200
	- 10%
	- 20%

	-
	300
	- 15%
	- 30%

	+
	400
	- 20%
	- 40%


Another management tool to be utilized in interest rate risk is the ability to ramp-up or ramp-down the impact of interest rates.  This feature of incremental increase or decease in interest rates would be more realistic as a strategic tool in managing ORGANIZATION.  
B.   Gap Management Policy

Appendix B

Ratio Guidelines

The established risk guidelines are intended to be a guide for the ALCO to measure different risks, tolerance ranges, and other key financial information. There may be additional financial information, risk measurements as well as experience judgment which could be used, but not listed here. 
The ALCO monitors the tolerance levels on at least a monthly basis. The most current information is provided to the Governance Board at its meetings. 
Loan to Deposit Ratio
Definition: Total loans outstanding (before allowance for loan losses) divided by total deposits.

Tolerance Levels: 

       Acceptable Range


     90% - 105% 
     

     Low Range             

             Less than 90%          

     High Range



Greater than 105%  

Under normal conditions, it will be ORGANIZATION’s practice to operate between 90% and 105%.  When this ratio drops below or rises above the acceptable range, an analysis of the causes will be performed to determine what is the most prudent and appropriate course of action.

Action Plan if Tolerance Levels Breached: 

Low Range

· As the loan to deposit ratio approaches 90%, ORGANIZATION will continue to monitor this developing trend and estimate the forward maturities of assets and liabilities.  If the downward trend is projected to continue, ORGANIZATION will reduce deposit acquiring activities to bring the ratio back into tolerance.

· If the trend is a temporary mismatch of loans and funds, ORGANIZATION will continue to monitor but take no definitive action until the ratio is back in tolerance or a more definite trend is established.

High Range

· As the loan to deposit ratio approaches 105%, ORGANIZATION will continue to monitor this developing trend and estimate the forward maturities of assets and liabilities. If the upward trend is projected to continue, ORGANIZATION will increase deposit acquiring activities and bring the ratio back into tolerance.

· If the trend is a temporary mismatch of loans and funds, ORGANIZATION will continue to monitor but take no definitive action until the ratio is back in tolerance or a more definite trend is established.

Problem Loans to Capital Ratio

Definition: The total of loans identified by ORGANIZATION as sub-standard divided by total capital.

Tolerance Levels: 
Low Range                 < 10% 

Mid Range

 >10% - < 15%

Mid High Range
 >15% - < 20%

High Range                > 25%

Under normal conditions, it will be ORGANIZATION’s practice to operate between 10% and 20% and will strive to maintain this ratio below 20%.  When this ratio rises above the mid range, an analysis of the causes will be performed to determine what is the most prudent and appropriate course of action.

It is desired to have as high of a quality loan portfolio as practical while maximizing income.  It is intended to aggressively manage criticized assets to rehabilitate the loans and minimize loss as referenced in the loan policy.

Action Plan if Tolerance Levels Breached: 
Management will review all classified credits on an ongoing basis to minimize the credit risk and will provide an analysis on a quarterly basis to the Board.  The following actions will be taken for each range:

· Low Range - continue to monitor the loans and undertake normal collection activities 

· Mid Range - continue to monitor the loans and increase the collection efforts and begin to identify loans for possible exit strategy

· Mid High Range - continue to monitor the loans and intensity the collection efforts to include the possibility of adding special asset personnel or reassigning internal staff to assist in the collection effort.  Slow loan growth until the problem loans are under 15%. 

·    High Range - continue to monitor individual loans and allocate the majority of lending personnel to the collection activity.   Seek additional capital.

If the level approaches 25%, ORGANIZATION will intensify the analysis to determine if a trend is developing and the loss potential is increasing.  If a trend is determined, there are three corrective actions that can use to modify operating practices to stem the trend.  These corrective actions are:

· Rehabilitate Loans

· Charge Off Loans

· Increase Capital

If the trend is a temporary loan condition, ORGANIZATION will continue to monitor but take no definitive action until the ratio is in tolerance or a more definite trend is established.

Liquidity Ratio
Definition: Total due from bank account and investment securities less pledged securities divided by total assets.

Tolerance Levels: 
	 
	 
	

	Range
	 
	10%-20%

	Target Range
	 
	15%

	Low Range
	 
	< 10%

	High Range
	 
	> 20%


ORGANIZATION will strive to maintain liquidity levels in a range of 10%-20%.  This ratio is monitored by the CFO. On at least a monthly basis, the ALCO reviews the ratio to anticipate future liquidity needs and to determine the proximity to maximum tolerance. When this ratio drops below or rises above the target range, an analysis of the cause(s) will be performed to determine what is the most prudent and appropriate course of action.

Action Plan if Tolerance Levels Breached: 

Low Range

As liquidity approaches the low levels, the CFO will perform an analysis to establish if this low range of movement is an ongoing trend or a temporary mismatch.  

If it is a trend, the ALCO committee will determine what action should be taken.  These actions could include:

· Management will determine that if interbank funds are to be sought, what rates and terms will be offered.
· Management will consider reducing loan portfolio outstanding. 
If the decrease in cash liquidity is temporary, management will rely on lines of credit to meet anticipated liquidity needs.

· Management will utilize existing lines of credit.
High Range

As cash liquidity approaches the high range, the CFO will perform an analysis to determine the trend.

If it is a trend, the ALCO committee will determine what action should be taken.  These actions could include:

· Management will review the possibility of increase lending or purchasing loans. 
· Management will consider additional investment purchases if an interest rate spread is attainable in the investment portfolio, 
Risk Based Capital to Assets Ratio

Definition: Total of Risk Based Capital divided by total assets.

Tolerance Levels: 



> 15%
Target Range



    
> 10%
Acceptable Range

ORGANIZATION will maintain Risk Based Capital Ratio in excess of a minimum of 10%.  Risk Based Capital is defined as common stock, surplus, undivided profits, unrealized gain/or loss, current year-to-date earnings and the allowable portion of the Allowance for Loan and Lease Losses. Under normal conditions, it will be ORGANIZATION’s practice to operate in excess of 10%.  When this ratio drops below or rises above the acceptable range, an analysis of the causes will be performed to determine what is the most prudent and appropriate course of action.

As ORGANIZATION continues to grow, this ratio may drop below its target level because the internal rate of return will not be sufficient to support additional growth.  In that event, it will be necessary to closely monitor capital and determine the proper course of action to return capital to the desired level.

Action Plan if Tolerance Levels Breached: 

       10-15%     Acceptable range with no action required.

 
 11%    
Perform an analysis to determine the reason for decline in capital.  If the decline is from losses, ORGANIZATION will develop a plan to reverse losses, slow growth, and raise capital.  If the decline is from growth, ORGANIZATION will begin to develop a plan which may require slower growth at a rate which is supported by the internal rate of return or raise capital.


10.5% 

Continue the analysis to determine the reason for the additional decline.  Slow growth until capital is restored.


10%    

Continue the analysis to determine the reason for the additional decline.  ORGANIZATION will severely limit growth until capital is restored and will discuss options for additional capital at its next Goverance Board meeting. 

Open FX exposure Ratio

Definition: Net open FX exposure (of one currency) as a percentage of equity.
Tolerance Levels: 

	Range
	 
	+/- 10%


ORGANIZATION will maintain net open FX exposure of plus or minus 10%.  FX exposure refers to the gap or difference between assets and liabilities denominated in one currency. The organization will measure each individual currency on its balance sheet. When this ratio drops below or rises above the acceptable range, an analysis of the causes will be performed to determine what is the most prudent and appropriate course of action.

Action Plan if Tolerance Levels Breached: 

Low Range: Open exposure between 10% to 15% (plus or minus)
If the open exposure exceeds 10% but at or less then 15%, the CFO will perform an analysis to establish if this exposure is an ongoing trend or a temporary mismatch. If it is a temporary, the CFO will provide timeline when the open exposure will revert back to acceptable range.   

If it is a continuing trend, the ALCO committee will determine what action should be taken.  

High Range: Open exposure above 15% (plus or minus)
If the open exposure exceeds 15%, the CFO will perform an analysis to establish if this exposure is an ongoing trend or a temporary mismatch
If it is a trend, the ALCO committee will determine what action should be taken.  These actions could include:

· Management will reduce net open positions by access appropriate FX funding sources 
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