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Long Term Interest Rates
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Recent Changes
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Employment

Percent Change in Nonfarm Payroll Employment
Since Start of Recession
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Consumer Price Index
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S&P Case-Shiller Composite Home Price Index Year-Over-Year:
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Why Are Rates Changing?

e FOMC is buying bonds:

ing $45 billion a month of bonds
ortgage backed securities.

2 buying bonds to keep long-
rates low, resulting in

When Will the FOMC Change?

The FOMC will keep\ éed Funds Rate:
buying bonds:
« FOMC will keep

 Until the housing the Fed Funds rate

market recovers low until the
« Economic activity whempleyment
returns to “normal” rate-declines-to
levels 6-50%-and inflation
remains under
control
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Core Deposit Growth

Core deposits, excluding small GDs share of liabilities
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Source: 0GGC Integrated Banking Information System.
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Note: All data as of year-end. Core deposits defined as domestic deposits less time deposits of $100,000 or more. Ratio
also excludes small CDs.
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Strategies

Long-
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Interest
Rate
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Interest Rate Strategies

w to protect your income in a rising
rest rate environment:

ase a cap on interest rates.
ederal Home Loan Bank

Purchase a Cap on Interest Rates:

When purchasing a cap, you buy a notional amount
of protection for a stated term. If interest rates rise
above a certain rate (strike price) the cap pays you.
Payment is based on the interest rate above your
strike price based on the notional amount. To
acquire this protection, you need to pay a one-time
fee.
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Cap Example

Notional Amount: S5 million
Strike Price (yield) %
Index: 1 Month LIBOR

Term: 7 years

One time cost $

If LIBOR was to rise from __ % todayto___ %, the cap
would pay out. The paymentwouldbe _ % (__ %-
____ %) multiplied by the notional amount of $5 million or
S . Therefore, the first quarterly payment would be
one fourth of the annual amount or $

FHLB Advances

A well tested method to improve interest rate risk i
orrowing fixed rate advances from the FHLB.

eating a borrowing strategy, it is ir
adder your borrowing
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Interest Rate Risk Strategies

Amount Term Rate
7 years %

8 years %

9 years %

0 years %
%

This strategy provides us with $5 million in borrowings at an
average rate of %.

Interest Rate Swap

OAL: Protect the value of the balance sheet and
provide stable earnings

from one payment type
ixed to floating swap
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Sample Swap

ap from a fixed payment to a floating payment

Identify a partner to help you to determine if this i
ill fit your needs.

ify a notional amount you would like to

ets that you can utilize to p

Sample Swap
ap from a fixed payment to a floating payment

dentify potential counterparties.

ork with your accountant to understand the
and financial impact of a swap.
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Sample Swap

ent Market Price
S5 million

%
LIBOR +

Sample Swap

e effect to current income?

est rates need to rise to bre
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Summation

est Rates may trend higher
rate risk protection:

Summation

Cost

Protecti
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Questions

cQueen Financial Advisors, Inc

26676 Woodward Avenue
Royal Oak, M1 4806
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