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I. PURPOSE

The purpose of this Liquidity Policy Statement is to set forth operating procedures to guide the administration of Liquidity Management decisions of ECCU, hereafter referred to as “Credit Union.”
II. LIQUIDITY MANAGEMENT
The failure to maintain access to adequate and stable sources of funds could prevent the Credit Union from meeting members’ demands for share withdrawals and new loan advances.  Insufficient liquidity could also cause potential disruptions in service that could result in diminished member and public confidence.  Non-traditional sources of liquidity, such as lines of credit with Central Corporate Credit Union, the Federal Reserve, and the Federal Home Loan Bank of Indianapolis, will be maintained, which could be executed to meet excessive loan demand and share withdrawals if needed.
Monitoring cash flow and establishing minimum liquidity levels in conjunction with consistent reporting are critical components of the liquidity plan.  As such, liquidity shall be consistently monitored through a rolling twelve month balance sheet forecast that is updated on a quarterly basis.  In doing so, liquidity surpluses and shortfalls will be properly identified so that the credit union may develop appropriate proactive action steps to address these situations when they arise.  Listed below are objectives and potential action steps that could be taken, if necessary, to meet liquidity needs:
1. Reporting:
A detailed liquidity report will be produced monthly that shall include, at a minimum, sources and uses of funds as well as established minimum liquidity targets.  The report will include monthly, year-to-date, actual and rolling twelve month projections.  The report will be submitted by the VP-Finance to the Board Treasurer prior to the 20th of the month or at the monthly meeting of the Board of Directors, whichever is earlier.   
2. Minimum Liquidity Levels:


The minimum level of liquidity for the Credit Union shall be 3% of total assets.  If liquidity falls below 5% of total assets for three consecutive months, management shall develop an appropriate action plan to insure that the minimum liquidity level of 3% is reached and maintained.
Other measurements

Loan to Assets to be no more than 85%

Regular Shares to Assets to be 5% or higher

Certificates to Assets to be no more than 40% 

3. Potential Action Steps:
If liquidity falls below 5% of total assets, management may include, but is not limited to, any of the following items in an action plan:
· Adjust loan and savings rates

· Sell mortgage loans in the secondary market
· Sell participation in consumer, mortgage and member business loans

· Offer special certificate of deposit rates and terms

· Utilize excess contingent funding (line of credit at Central Corporate Credit Union, the Federal Reserve, or the Federal Home Loan Bank of Indianapolis)
If liquidity falls below 3% for three consecutive months, management shall consider and may include the implementation of any of the following in an action plan:
· Solicit non-member and institutional deposits

· Adjust Business Plan to reflect a change in the strategic direction of the business
· Sell marketable securities
III. EMERGENCY LIQUIDITY

In assessing our emergency liquidity needs, we have considered a number of scenarios and concluded that the most likely scenario necessitating a need for liquidity in an emergency situation would be the result of a sizeable withdrawal of shares over such a short period of time whereby only immediate liquid assets and/or existing borrowing commitments could be used.  For contingency planning purposes, our assumptions are that such an emergency period could last as long as one month.  While difficult to predict, in an effort to more readily address potential liquidity needs, we have identified three potential events that the Credit Union will consider an emergency situation thus necessitating a need to invoke the emergency liquidity plan.  Those scenarios are listed below:  

1. Disintermediation:

The most likely cause of such an emergency would be a large increase in market interest rates that results in disintermediation.  Although this situation would be extremely rare based upon historical performance, it is recognized that disintermediation is sufficiently possible to require the Credit Union to have an emergency liquidity solution in place.  The largest monthly rate of such share outflow that the credit union has experienced since 2002 was 2.92% July 2005.  The largest quarterly drop was 4.26% in the third quarter of 2008.
.  

2. Insolvency of the Credit Union:

Another potential cause of unexpected or unintended share outflow could be concern raised, real or imagined, about ECCU’s fiscal condition.  This would primarily affect uninsured savers.  While the Credit Union has never experienced such a situation and cannot envision such a reputational concern in the future, we believe that, in such a scenario, it would be safe to assume that the rate of withdrawal of uninsured shares would be significantly greater than we have experienced from a surge in market rates (Disintermediation).  

3. Dramatic Reduction in Member Loan Commitments:

A third potential cause requiring the utilization of emergency liquidity needs could be a dramatic and unprecedented takedown in member loan commitments. Should this scenario occur, a liquidity need somewhere between interest rate induced disintermediation and a solvency concern could result.

In an effort to prepare for potential emergency liquidity situations, the Credit Union will maintain a combination of short term excess funds and/or available funding commitments to meet any one of the above possible liquidity needs.  To ensure that the emergency liquidity needs of the Credit Union are both relevant and current, liquidity needs and available funding will be evaluated on a quarterly basis.
IV. LIQUIDITY CONTINGENCY PLAN
As stated previously, in an emergency situation, the Credit Union may be required to call on secondary liquidity sources.  The following steps must be taken once an emergency liquidity situation or crisis has been identified:
1. The liquidity need shall be defined in one of three categories utilizing data compiled on the quarterly Emergency Funding Report (Exhibit A):

· Low (Available cash and overnight investments (A-1) is less than three times the largest of the three scenarios (A-2))

· Medium (Available cash and overnight investments (A-1) is less than two times the largest of the three scenarios (A-2))

· High (Available cash and overnight investments (A-1) is less than the largest of the three scenarios (A-2))
2. The level of the crisis stage identified shall determine the appropriate alternative funding sources to be utilized:

· Low – Action steps that shall be taken:
i. Confirm available lines of credit with Central Corporate Credit Union, the Federal Reserve, and the Federal Home Loan Bank of Indianapolis

ii. Execute temporary overnight borrowing as demand requires
iii. Evaluate current certificate and money market rates relative to the local market and increase in an effort to attract new deposits
iv. If conditions warrant, sell a higher percent of conforming first mortgage loans on a “flow” basis

· Medium – Action steps that shall be taken:
i. Evaluate current loan rates relative to the local market and increase in an effort to slow loan originations
ii. Evaluate the feasibility of selling a “block” of first mortgage loans

iii. Execute “matched” long-term (greater than overnight maturity) borrowing

· High – Action steps that shall be taken:

i. Consider soliciting non-member deposits
ii.   If conditions warrant, request assistance from the Central Liquidity Facility (CLF)
iii. Evaluate and Execute sales of marketable securities
· Each course of action should include documentation of the estimated financial impact on the credit union and should include the estimated impact to short-term and long-term liquidity as well as the impact to the balance sheet and the income statement. The VP-Finance will be responsible for the preparation of this analysis.  The analysis will be reported to the Asset-Liability Committee and the Board Treasurer prior to the monthly Board meeting.  The financial impact will be included in the monthly/quarterly ALM packet presented to the Board.  

V. LIQUIDITY STRATEGIES
A number of strategies will be considered.  Among these will be, but are not limited to, the following:
1. Wholesale Funding:
The utilization of borrowed funds is a proven, cost-effective strategy implemented by a number of financial institutions to reduce interest rate risk.  To that end, the Credit Union has established borrowing lines at the Federal Home Loan Bank of Indianapolis, the Federal Reserve, and Central Corporate Credit Union.  In establishing and maintaining these lines of credit, our objective is to have borrowing capacity equal to or exceeding the regulatory limit.  The intent is not to borrow up to our line limits, but rather to have significant portions available for emergency purposes.  The ability to enter into term and overnight loans is available at the FHLBI and CenCorp and shall be maintained on an ongoing basis.  For strategic purposes, the Credit Union will utilize borrowing to accomplish five separate but similar goals: 
· Adjust aggregate levels of interest rate risk in the Balance Sheet
· Match cash flows of fixed rate long-term loans (first and second mortgages, business loans, etc.)
· Supplement deficient cash flow “buckets” not filled by member deposits
· Employ borrowing as a cost-effective alternative to offering a similar certificate of deposit term

· Access to readily available credit (at least 10% of assets, but maximum borrowing outstanding cannot be greater than 40% of assets)

Members of the Asset Liability Committee will review loan funding analyses on a monthly basis.  To ensure the integrity of the review process, the analyses should include cash flow estimates for all loan and investment balances in the portfolio as well as an analysis of loans within the portfolio including those loans that have committed to close (i.e., first mortgage loans with rates locked.)  Loans closed or committed to close that are designated “for sale” shall not be included in the analyses.  The Committee shall determine the amount(s) and term(s) of borrowings, if any, that are necessary.  In no instance shall total outstanding borrowings surpass the following:
· Regulatory limits – outstanding borrowings may not exceed 50% of the Credit Union’s unimpaired capital (net worth and deposits)
· Federal Home Loan Bank of Indianapolis limits – actual amounts vary monthly, based on financial reports

i. 25% of Credit Union’s total assets

ii. Collateral limit –  based on pledged first mortgages

· CenCorp limit – maximum amount of principal available is $55 million

At least two members of the Asset Liability Committee must agree to draw advances before they are initiated.  Documents from the issuing institution must be verified, signed, and returned by two committee members subsequent to each borrowing transaction that occurs.
Borrowings will be reported to the Board of Directors on a monthly basis.

2. Sale of Investments

1. The extent to which securities may be sold to meet liquidity needs depends on the accounting classification and the amount of market losses resulting from the sale.  The two classifications are Available for Sale (AFS) and Held to Maturity (HTM). All investments will be classified as AFS so that potentially all investments could be sold to meet a liquidity stress situation. 

2. The Board recognizes that liquidity problems are often accompanied by market conditions that depress bond prices.  Thus, the sale of investments would result in realized losses, the magnitude of which depends on the maturity and/or embedded options in the instrument being sold.

3. Special Offerings of Certificates

An integral part of a sound ALM position is a sizable member certificate program with effective early withdrawal penalties.  This is a preventative strategy.  However, there are two reactive variations of certificate strategies:

1. Certificate Specials—Members.  In response to a liquidity stress situation, Management may offer certificates to members at rates that are above normal.  This strategy may be continuous or for a specified period of time.  However, to minimize the risk of future liquidity problems, the certificates are to be diversified over multiple maturities rather than concentrated in one, short-term maturity.  (If a single, short-term maturity is offered and rates increase, the current liquidity problem is shifted into the future and magnified by all the new funds maturing at once.)

2. Non-Member Certificates.  A variation of this funding process is to offer non-member certificates to other credit unions.  The extent of such funding must comply with regulations.  The maturities of these funds must be diversified over time.  Non-member certificates should not exceed 20% of shares.

4. Sale of Mortgage Loans

Management will consider the sale of new mortgage loans simultaneously upon origination when a) the Loans/Assets ratio exceeds 95% and/or b) the interest rate risk of additional holdings is excessive.  In addition, management will consider the sale of blocks of existing mortgage loans.  The most readily marketable mortgages are those underwritten to secondary market guidelines and will be considered for sale first.  However, non-conforming mortgages are also marketable and will also be considered for sale.  The Board recognizes that a liquidity stress situation is often accompanied by rising interest rates that, in turn, may cause significant market losses on mortgage loans.  Thus, the sale of existing mortgage loans in reaction to the liquidity stress situation may be a costly strategy because of the realization of such losses.

5. Loan Participation:
Originating consumer, mortgage and business loans for the purpose of increasing the overall loan portfolio is the general intent of the Credit Union.  Management may select individual loans at the point of origination to be sold in part (participation up to 90%) or in total.  All sales will be without recourse.

Although not intended to be an ongoing practice, management may from time to time change the original intent and sell loans, either in part (participation up to 90%) or in total, that had originally been added to the portfolio.  The reason(s) for management’s decision to sell loans from the portfolio should be well documented and could include justifications such as high concentration of a specific category of loans, liquidity concerns, etc.  

The Asset Liability Committee shall review documentation on all anticipated loan sales from within the portfolio and shall have the authority to approve and execute the sale.  
VI. EXCEPTIONS AND REVIEW

The Board of Directors recognizes that minor policy exceptions may be necessary from time to time.  In such instances, the Asset Liability Committee shall exercise its best and prudent judgment.  However, significant deviation(s) from the policy statement must be approved by the Board of Directors.  This policy statement shall be reviewed on a regular periodic basis and at least once every year by the Board of Directors and the Asset Liability Committee and may be amended as circumstances warrant.
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Needed

Emergency

Current Share/ Liquidity

Loan Amount Funds

Largest monthly rate of share outflow since 2002 2.92% $254 $7

Assumed unexpected loan commitment takedown (2X) 5.84% $165 $10

Assumed unexpected uninsured share withdrawal (4X) 11.68% $6 $1

Available cash and overnight investments A-1 $21

Less:  "Normal" overnight target for funds 10

= Available cash and investments for emergency needs $11

+ Unused borrowing commitments 40

= Total funds available for an emergency $51

Less:  Largest estimated emergency need A-2 10

= Surplus emergency funds $41

ECCU EMERGENCY FUNDING REPORT

as of August 31, 2009

($ amounts in millions)
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								Needed

								Emergency

						Current Share/		Liquidity

						Loan Amount		Funds
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		Less:  Largest estimated emergency need				A-2		10
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