Liquidity Management

Last Revised: 07/08
General Policy Statement:

The Board adopts the following liquidity management policy to better accommodate decreases in Credit Union deposits and fund increases in loans.  The Board realizes that funds must be available at reasonable prices relative to competitors, and in maturities required to support prudently medium to longer term assets.  Further, the Board acknowledges that liquidity is essential to compensate for expected and unexpected balance sheet fluctuations and to provide funds for growth. 

Guidelines:

(1)
ASSET MANAGEMENT.  Liquidity needs will be met by manipulating the Credit Union's asset structure through the sale or planned runoff of readily marketable assets.  Since the Credit Union tends to have little influence over the size of total deposits, ALCO will primarily rely on liquid assets to fund increases in loan demand.  ALCO will concentrate on adjusting the price and availability of credit and the level of liquid assets held in response to changes in member asset and liability preferences.  The amount of liquid assets the Credit Union will hold depends on the stability of its deposit structure and the potential for rapid loan portfolio expansion.  Generally, where the Credit Union's deposit accounts are composed primarily of small stable accounts, a relatively low allowance of liquidity will be required.  A higher allowance for liquidity is required when:

(A)
Recent trends show substantial reduction in large accounts;

(B)
A substantial portion of the loan portfolio consists of large static loans with little likelihood of reduction;

(C)
Large unused lines of credit or commitments to lend are expected to be used immediately;

(D)
Concentration of credits have been extended to an industry with present or anticipated financial problems; and

(E)
Strong relationships exist between member share and draft accounts and principal employers in the trade area who have financial problems.

(2)
ASSET MARKETABILITY.  ALCO will determine how salable the Credit Union's assets are in terms of both time and cost.  To maximize profitability, ALCO must carefully weigh the full return on liquid assets (readily marketable assets) against the higher return associated with less liquid assets.  Income derived from higher yielding assets may be offset if a forced sale is necessary because of adverse balance sheet fluctuations.  

(3)
LIABILITY MANAGEMENT.  From time to time, liquidity needs may be met by manipulating the Credit Union's liability structure by attracting rate sensitive borrowers and accessing approved lines of credit. 

(4)
BUDGETED LIQUIDITY RATIO.  The Board sets a budgeted liquidity ratio.  This ratio is subject to change depending on:

(A)
Present and anticipated asset quality;

(B)
Present and future earnings capacity;

(C)
Historical funding requirements;

(D)
Current liquidity position;

(E)
Sources of funds.

(F)
Anticipated future funding needs; and

(G)
Options for reducing funding needs or attracting additional funds.

(5)
LIQUIDITY MEASURES.  ALCO will measure liquidity trends based on the following indicators:

(A) 
Short-term Investments to Total Assets.  The ratio shows how much of the Credit Union's assets can be readily converted into cash.  Short-term investments are securities with remaining maturities of 1-year or less.

(B)
Short-term Investments to Volatile Liabilities.  The ratio indicates how much of the Credit Union's volatile liabilities such as CD's of $100,000 or more are matched by short-term assets.

(C)
Net Loans to Core Deposits.  The ratio shows how much of the loan portfolio is funded by stable deposits.  Core deposits are share and passbook deposits and CD's less than $100,000.  

(D)
Volatile Liability Dependence.  The ratio shows the degree to which volatile liabilities fund long-term assets.  This figure is the result of dividing the difference between volatile liabilities and temporary investments by loans and longer term investments.

(E)
Net Loans to Deposits.  The ratio shows how much of the Credit Union's deposits are lent and the Credit Union's ability to fund additional loan volume with these deposits.

(6)
LIQUIDITY CRISIS MECHANISMS.  The following mechanisms will trigger when liquidity ratios approach risk limits:

(A)
Contingency Funding Plan.  The Board may access any of the following sources of funds whenever prudent.

(i)
Established Lines of Credit.  The Board has approved borrowing amounts at the following institution(s): [Enter Names]
(ii)
Secondary Market Loan Sales.

(iii)
Short-term Investment Sales.

(B)
Seasonal Demands.  If the Credit Union cannot meet seasonal demands through deposits, it will borrow from its established line of credit with the corporate credit union.

(C)
Procedures.  Management will develop sound procedures for liquidity crisis management, including but not limited to designating who executes the contingency funding plan, who determines the amount to borrow, and who contacts large depositors and assures them that the situation is under control.   Procedures for a minor liquidity crunch should be distinguished from an actual liquidity crisis.
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