Contingency Funding Plan


liquidity CONTINGENCY FUNDING PLAN
The bank monitors its liquidity position and funding strategies on an ongoing basis, but recognizes that unexpected events or business conditions could increase liquidity risk or cause liquidity disruptions. The purpose of the Contingency Funding Plan is to delineate strategies and actions management will undertake to address potential liquidity shortfalls in emergency situations and to establish clear lines of responsibility and communication. 
STRESS EVENTS 
Stress events are unexpected situations or business conditions that may increase liquidity risk. These events may occur for a variety of internal or external reasons. Given the composition of our balance sheet and the nature of our funding sources, we believe that liquidity pressures would most likely be the result of:

· Deteriorating financial condition, resulting from either external factors (such as negative trends in the economic, industry, or local market conditions) or from internal factors (such as deteriorating trends in loan performance and earnings performance, weakened capital position, or increased concentration of high-cost or volatile funding).
· Rapid deposit erosion, which may include rapid deposit withdrawals, inability to replace maturing deposits, or loss of a large depositor. Rapid deposit erosion may be the result of a deteriorating financial condition of the bank, negative publicity or market rumors, capital market disruptions, or uncertainty in the industry.
· Inability to access contingent funding facilities (funding lines, borrowings, and other sources) resulting from either the bank’s deteriorating financial conditions or disturbances in payment and settlement systems due to external events.
· Rapid asset growth, which may be related to an increased exercise of the bank’s off-balance sheet commitments, or inability to sell loans.

EARLY WARNING INDICATORS 
To identify an emergence of a potential stress event or vulnerability in our liquidity risk position, we have selected several early warning indicators that will be monitored by the ALCO Committee on an ongoing basis. These indicators will signal any negative trends in our internal and external environment, which will trigger an assessment by the ALCO Committee and, if needed, response by the management in order to mitigate the bank’s exposure to the emerging risk. 
	WARNING TRIGGER
	MONITORING ITEMS

	Deteriorating financial condition
· Concentration of credits extended to industries or geographical areas with present or anticipated financial problems

· Deteriorating trend in loan performance, nonperforming, and past due loans

· Negative trend in earnings performance

· Decline in regulatory capital levels or threat of losing well-capitalized status

· Increasing concentration of high-cost and volatile funding

· Negative trend in economic conditions, industry conditions, or local market conditions
	Internal:

Problem loan trend reports, financial performance reports, capital adequacy reports, funding concentration reports, liquidity cash flow reports, 
External:

market reports, economic indicators, industry trends in nonperforming loans, credit spreads, credit events

	Rapid deposit erosion 

· Negative publicity or internal issues that could lead to negative press coverage, market rumors

· Increased early redemptions of time deposits, above-average (unplanned) roll-over failure

· Increased electronic transfer withdrawals, significant unplanned declines in overall deposits

· Increased collateral requirements to secure public deposits

· Capital market disruption, uncertainty in industry

· Deteriorating financial condition
	Internal: 

Budget / cash flow projection variance, deposit renewals / run-off reports, local and regional press releases or news articles, customer complaints or concerns, 
External:

market rates / volatility, geopolitical events, natural catastrophes

	Inability to access contingent funding facilities
· Deteriorating financial condition

· Decline in institution’s regulatory rating
· Increased collateral / margin requirements, widening spreads

· Disturbances in payment and settlement systems due to external events
	Internal:

Contingent funding availability reports, collateral management reports, risk assessments,  reports of examination, 
External:

geopolitical events, natural catastrophes

	Rapid asset growth
· Increasing trend in exercise of off-balance sheet commitments,

· Rapid growth or acquisition

· Inability to sell assets
	Internal:

Budget variance, unfunded commitments draw schedule


In addition to the warning triggers, we have identified the following warning thresholds as ones that could lead to a stress event: 
· Deposit trend: Monthly core deposit withdrawals exceeding 7% of deposits for a period of 3 consecutive months or 3-month aggregate decrease of over 20%
· Asset quality: Problem Loans / Capital > 10%, past due loans / total loans > 5%,  
· Capital position: Capital ratios below well capitalized or threat of falling below well capitalized; continued substantial quarterly losses

· Other indicators: One or more of the quantitative limits defined in the Liquidity Policy is exceeded, or expected to be exceeded, for a period of more than 90 consecutive days. 
The monitoring reports and ratios in normal business environment will be reviewed by the ALCO Committee on a quarterly basis.  The frequency and detail of the reporting will increase during a stress event as directed by the ALCO Committee.

STRESS LEVELS

The bank recognizes and accepts that the relationship between monitoring triggers and the resulting liquidity stress level cannot, and should not, be hard wired. Therefore, it will be incumbent upon the ALCO Committee to evaluate the impact upon liquidity of one or more triggers using stress testing and, among other criteria, the definitions below.

Low Stress / Normal Course of Business:  Bank generally has sufficient funding on favorable to acceptable terms. Ratios are within the policy limits or are not expected to be exceeded for a period of more than 45 consecutive days. 
· Liquidity risk from earnings, capital, or asset quality is negligible
· Low reliance on volatile funding sources

· Funding available at market rates or less

· Good diversification of funding providers

· Capacity to augment funding is readily available

· Not vulnerable to most plausible adverse events

Medium Stress:  Bank access to sufficient funding on reasonable terms is inconsistent. Bank’s financial condition shows at least one fundamental area of temporary but significant weakness.
· Liquidity risk from earnings, capital or asset quality is increased but manageable

· Sources of non-core funding are available but more restricted / concentrated

· Retail gatherings may require materially higher than market rates

· Vulnerable to funding difficulties should more adverse changes materialize

High Stress:  Alternatives of obtaining cost-effective liquidity are declining, while funding needs are increasing. Bank’s financial condition shows several areas of a fundamental weakness.
· Liquidity risk from earnings, capital, or asset quality is clear and substantial

· Sources of non-core funding are unavailable or highly restricted and costly

· Borrowing sources concentrated in few providers

· Reliance on immediate external financial assistance to meet maturing obligation 

SOURCES OF FUNDS 

Management of the bank understands that liquidity pressures may spread from one funding source to another during a stress event. To strengthen the bank’s capacity to withstand a variety of stress events, the bank has established access to several alternative funding sources. We realize that not all of the existing options may be available in all circumstances. Bank management will maintain ongoing communications with the alternative funds providers to promote effective diversification of the funding options. Bank management will also regularly review and test its fund-raising options to evaluate their effectiveness at providing liquidity in both short- and long-term.
Depending upon the nature, severity, and duration of the stress event, our potential funding sources include the following: 
· Financial institution deposit base. To the extent practicable, we will meet our funding needs by actively seeking deposits through partner banks.
· Other…

When additional funds are needed to meet loan or deposit withdrawal demands, or in the event the local deposits do not offer the desired maturity and/or cost efficiency, we may use any of the following sources which best meet the situation at hand:

· Interbank Funds. This source will be used primarily to meet short-term funding needs. 

· Liquidation of Investment Securities. The Bank may liquidate its investment securities in the available-for-sale category for liquidity purposes, after taking into consideration their yield and market price compared with alternative funding sources. 
· Restricted Lending Activities. The Bank may restrict its lending activities through tightening its credit criteria and modifying the loan pricing.
TESTING OF STANDBY LIQUIDITY

In the event one or more of the existing funding facilities are not used during a 12-month period, CFO will test the operational elements of these facilities at least once each year to ensure that they work as anticipated.  The test need not include an actual drawdown. For secured borrowings, the CFO will confirm that the assets available for pledging are qualified according to the terms of the correspondent bank or agency. The test results will be reported to the ALCO Committee.

We are aware that during real stress events, prior market access testing does not guarantee that these funding sources will remain available with the same timeframes and/or the same terms.

FUNDING CONCENTRATIONS and LIMITS 
The Contingency Funding Plan funding concentration tolerances correlate to the Liquidity Policy, which restricts the net non-core funding dependency ratio to < 40%. Similarly, we have set limits on the individual funding source types and the Contingency Funding Plan will adhere to these limits:

Funding Source

Limit

· Brokered Deposits

40 % of total deposits
FUNDING STRATEGIES 
Low Stress Funding Strategies: It is anticipated that all of the above-listed funding sources would be available to the bank in a low-stress environment. 
Moderate Stress Funding Strategies: It is anticipated that under a moderate stress event triggered by the institution-specific events, the bank would most likely continue to have access to all of its contingent funding sources, although the access may become more costly. The bank’s access to some of its funding alternatives may be temporarily restricted under a stress event triggered by the systemic risk affecting the bank along with the market in general. 
High Stress Funding Strategies: It is anticipated that several of the wholesale funding sources would be unavailable or highly restricted during a high stress event. The bank may also consider the liquidation of securities, sale of loans, or restricted lending. The Committee will review the entire asset side of the balance sheet and select assets that are lest detrimental to business relationships and public perceptions about the Bank’s soundness.
Contingency Funding Plan TEAM 
In the event of a liquidity crisis, the ALCO Committee will activate the Contingency Funding Plan (CFP) team that will facilitate internal coordination and the decision making during the crisis. The purpose will be to ensure a clear, timely, consistent, and coordinated communication flow between Bank Management, Board of Directors, and the key constituents in a way that maintains general confidence in the bank.

The CFP team members and their responsibilities will be as follows:

· CEO – XX will maintain contact with regulators, Chairman of the Board and major clients.  
· Chairman of the Board/Director –XX will communicate with other members of the Board of Directors. 
· Chief Financial Officer  will maintain contact with funding source providers and will work with CEO and regulators.

· Chief Risk Officer will work with the team on all credit issues if asset quality is the root cause of the liquidity event. 

This team will also be responsible for internal communication with bank employees on a regular and consistent basis.

ACTION PLAN 

If the assessment of the warning signals by the ALCO Committee suggests an increased risk of a stress event and vulnerability in the bank’s liquidity position, the following actions will be triggered to mitigate the bank’s exposure to the emerging risk:   

The ALCO Committee will:

· Acknowledge the liquidity stress situation and activate the CFP.
· Assess the extent of the funding problem, its causes, and its likely duration. 

· Assess the stress level.
· Schedule committee meetings on a weekly basis in a moderate risk situation or bi-weekly/daily basis in a high risk situation.

· Review the projected cash flow gaps, the available liquidity reserves, and other reports as needed at each meeting. The reporting detail and frequency will increase as the stress situation intensifies.

· Evaluate potential deposit run-off and other material funding exposures considering the funding source sensitivity to the bank’s or market’s condition deterioration.
· Decide which sources of liquidity should be used and when. The general funding strategies for different stress levels are defined under the Funding Strategies section. The strategy decisions will include considerations of choices that are least detrimental to business relationships and public’s perception about the bank’s soundness. In case of losing, or a threat of losing the well-capitalized status, consider regulatory restrictions on using brokered deposits and limitations on deposit rates for high-rate deposits.

· Authorize public communications to clients and local media.
· Direct each function at the bank as to the actions to be taken within their specific areas.
Chief Executive Officer will:  

· Keep Board of Directors closely informed of current and projected liquidity risk.
· Brief regulatory authorities on the Bank’s liquidity condition and steps being undertaken to correct the condition, when appropriate.
· Maintain contact with major clients and manage communications to clients and local media.
Chief Financial Officer will:

· Prepare and update liquidity reports as often as the Committee deems appropriate.
· Together with the Lending Department, coordinate the identification of all assets that can provide liquidity.
· Maximize the borrowing capacity through a prudent use of collateral.
· Segregate collateral that could be used to replace or augment the bank’s overnight borrowing position, if needed.
· Begin to lengthen the maturities of all national market and local funding alternatives, assuming similar rates and terms may not be available later.
· Stay in close contact will major liquidity providers.
· Make preparations necessary to arrange additional back-up liquidity, if needed.
Chief Risk Officer will:  

· Track the internal credit deterioration and keep the Committee members updated of meaningful changes.
· Review loan commitment exposure.
· Curtail or eliminate new credit.
· Identify loans which may be eligible for collateral purposes.
· Coordinate with CFO any necessary liquidation of the loan portfolio.
CASH FLOW PLANNING AND STRESS TESTING
To identify sources of the potential liquidity strain and to ensure that current liquidity risk exposures remain in accordance with the bank’s established liquidity risk tolerance, cash flow projections of future liquidity needs and funding sources will be prepared on a monthly basis. The assumptions in the cash flow analysis will be periodically stress-tested for events that have a potential to trigger liquidity disruptions.

The pro forma cash flow analysis will incorporate multiple scenarios, including the following: 
· Base Case Scenario / Current Conditions. This scenario assumes current market and bank’s financial conditions. The cash flow projections reflect monthly cash flows for a 12-month period. 

· Short-Term Moderate Stress Event. This scenario will describe a short-term stress event (typically 90 days) consistent with the triggers and definitions for a moderate level stress. The moderate stress level scenario should locate liquidity sources for an additional funding demand of at least 10% of total assets. 

· Long-Term High Stress Event. This scenario will describe a long-term stress event (typically 365 days) and will be consistent with the triggers and definitions for a moderate level stress. The high stress level scenario should locate liquidity sources for an additional funding demand of at least 20% of total assets.

Stress testing and scenario analysis will consider a combination of several related events, instead of series of isolated changes. Examples of the stress constraints include loss of unsecured lines of credit, reduction in market value of contingent liquid assets available for disposal, reduction in operating income, reduction in planned deposit growth and anticipated deposit rollovers, rapid increase in deposit withdrawals, reduction in cash flows from assets, or rapid increases in loan commitment draw-downs.

The cumulative ratio of total funding sources (primary and contingent) to total funding needs should remain above 125% under the 12-month base case scenario projection and should remain above 110% under the moderate and high stress scenarios. 
The results of the stress testing process will be integrated in our strategic planning process (for example, adjusted the planned asset-liability composition) and the bank’s day-to-day risk practices (for example, monitoring sensitive cash flows or reducing the concentration limits). If the stress testing results show potential liquidity shortages, the ALCO Committee will consider the adjustments to the existing liquidity position or additions to the contingent liquidity.

In the absence of triggers and events consistent with moderate-or high-level stress, the ALCO Committee will review the scenarios and perform the stress tests annually to ensure that the nature and severity of the tested scenarios remain appropriate and relevant to the bank. The presence of stress triggers and events will cause the test to be performed more frequently, as directed by the ALCO Committee. Test results that indicate moderate or high-stress levels will be reported to the Finance/Investment Committee and the Board of Directors.
Review of plan
The board of directors, with the assistance and advice of the Finance/Investment Committee, shall review this plan at least annually, making such revisions and amendments as it deems appropriate.
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