FINANCIAL INSTITUTION RATING SYSTEM GUIDE


RATING SUMMARY

Capital is rated:

1
2
3
4
5







Assets is rated:

1
2
3
4
5







Management is rated:

1
2
3
4
5







Earnings is rated:

1
2
3
4
5







Liquidity is rated:

1
2
3
4
5







Sensitivity is rated:

1
2
3
4
5







Composite is rated:

1
2
3
4
5

Basically sound in every respect; any negative findings or comments are of a minor nature and are anticipated to be resolved in the normal course of business. Institution is well managed, resistant to external economic and financial disturbances, and capable of withstanding the uncertainties of business conditions.  Demonstrates strong performance and sound risk management practices relative to the institution's size, complexity, and risk profile.  Therefore, this institution gives no cause for regulatory concern.


Fundamentally sound but may reflect modest weaknesses correctable in the normal course of business.  The nature and severity of deficiencies are not considered material and, therefore, the institution is stable and able to withstand business fluctuations.  Overall risk management practices are satisfactory relative to the institution's size, complexity, and risk profile.  While areas of weakness could develop into conditions of greater concern, regulatory response should be limited to the extent that minor adjustments are resolved in the normal course of business and operations continue in a satisfactory manner.


Exhibits a combination of financial, management, operational, or compliance weaknesses ranging from moderately severe to unsatisfactory.  The institution may be vulnerable to the onset of adverse business conditions and could easily deteriorate if concerted action is not effective in correcting the areas of weakness.  Institution may be in significant noncompliance with laws and regulations.  Risk management practices are less than satisfactory relative to the institution's size, complexity, and risk profile.  Institution generally gives cause for regulatory concern and requires more than normal supervision to address deficiencies.  Overall strength and financial capacity, however, still make failure only a remote possibility if corrective actions are implemented.
Exhibits an immoderate number of serious financial or operating weaknesses. Serious problems or unsafe and unsound conditions exist that are not being satisfactorily addressed or resolved.  Unless prompt effective actions are taken to correct these conditions, they are likely to develop into a situation that will impair future viability or constitute a threat to the interests of investors, borrowers, and stockholders.  Risk management practices are generally unacceptable relative to the institution's size, complexity, and risk profile.  A potential for failure is present but is not yet imminent or pronounced. Institution requires close regulatory attention, financial surveillance, and a definitive plan for corrective action.


Exhibits an extremely high immediate or near-term probability of failure.  The number and severity of weaknesses or unsafe and unsound conditions are so critical as to require urgent external financial assistance.  Risk management practices are inadequate relative to the institution's size, complexity, and risk profile.  In the absence of decisive corrective measures, the institution will likely require liquidation or some form of emergency assistance, merger, or acquisition.
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 CAPITAL

· 
Minimal Risk (1 Rating)
· 
Low to Moderate Risk (2 Rating)
· 
High Risk (3+ Rating)


1.  Adverse Assets/Risk Funds

<25%


1.  Adverse Assets/Risk Funds

<75%



1.  Adverse Assets/Risk Funds

>75%


2.  Criticized Assets/Risk Funds

<60%



2.  Criticized Assets/Risk Funds

<125%

2.  Criticized Assets/Risk Funds
>125%


3.  Permanent Capital Ratio

>15%

3.  Permanent Capital Ratio

>10%

3.  Permanent Capital Ratio

<10%




4.  Total Surplus Ratio

>12%



4.  Total Surplus Ratio

>10%

4.  Total Surplus Ratio

<10%


5.  Core Surplus Ratio

>9%

5.  Core Surplus Ratio

>5%

5.  Core Surplus Ratio

<5%




6.  Composition and quality of capital is high.

6.  Composition and quality of capital is satisfactory.  Institution is not reliant on unstable sources of capital or sources outside of management’s control; e.g., borrower stock, stock investments in other FCS institutions, etc.

6.  Composition and quality of capital is unsatisfactory.  Institution is reliant on low quality sources of capital. 


7.  Capital position is stable considering interest rate and off-balance-sheet risk, permanent capital reallocations, asset growth, earnings, dividends, and stock retirement.

7.  Capital position is relatively stable and would not be substantially impacted by interest rate and off-balance-sheet risk, permanent capital reallocations, asset growth, earnings declines, payment of dividends, and/or stock retirements.

7.  Capital position is not stable and may be adversely impacted by interest rate and off-balance-sheet risk, permanent capital reallocations, asset growth, earnings declines, payment of dividends, and/or stock retirements.


8.  Capital is not exposed to significant loan portfolio risk and/or concentrations of credit risk.

8.  Capital is exposed to an acceptable level of loan portfolio risk and concentrations of credit risk are effectively managed.



8.  Capital is exposed to an unacceptable level of loan portfolio risk and/or exposures to concentrations of credit risk are high and not effectively managed.

Capital is rated:

1
2
3
4
5

Minimal concern situation.  High capital ratios and high quality of capital.  Capital is not exposed to significant risk.
Low concern situation.  Acceptable capital ratios and quality of capital.  Capital is exposed to an acceptable level of risk.


Capital position is considered adverse in relation to risk and/or weaknesses exist in composition or stability of capital.
Capital position is inadequate in relation to the institution’s risk profile.
Capital position is severely deficient with an immediate threat of insolvency.







Comments:



ASSETS

· 
Minimal Risk (1 Rating)
· 
Low to Moderate Risk (2 Rating)
· 
High Risk (3+ Rating)


1.  Adverse Assets/Risk Funds

<20%



1.  Adverse Assets/Risk Funds

<50%



1.  Adverse Assets/Risk Funds

>50%


2.  Criticized Assets/Risk Funds

<50%



2.  Criticized Assets/Risk Funds

<100%

2.  Criticized Assets/Risk Funds
>100%


3.  Loans Past Due > 30 Days/Total Loans

<2%



3.  Loans Past Due > 30 Days/Total Loans

<5%



3.  Loans Past Due >30 Days/Total Loans

>5%




4.  Total Nonaccrual Loans/Total Loans

<2%



4.  Total Nonaccrual Loans/Total Loans

<5%



4.  Total Nonaccrual Loans/Total Loans

>5%




5.  OAEM Classified Assets/

Total Classified Assets

<5%



5.  OAEM Classified Assets/Total Classified Assets

<10%



5.  OAEM Classified Assets/Total Classified Assets

>10%




6.  Adversely Classified Assets/

Total Classified Assets

<5%



6.  Adversely Classified Assets/Total Classified Assets

<10%



6.  Adversely Classified Assets/Total Classified Assets

>10%




7.  The Internal Credit Review is highly effective (see ICR ratings in the Management component).



7.  The Internal Credit Review is effective (see ICR ratings in the Management component).



7.  The Internal Credit Review is ineffective (see ICR ratings in the Management component).




8.  The loan portfolio is not exposed to significant concentrations of credit risk (i.e., commodity, few large borrowers, etc.).



8.  The loan portfolio may be exposed to concentrations of credit risk, but underwriting practices and internal control systems effectively manage risk exposure.

8.  The loan portfolio is exposed to significant concentrations of credit, and underwriting practices and internal control systems do not effectively manage risk exposure.




9.  Loan Portfolio Management is highly effective (see the LPM ratings in the Management component).



9.  Loan Portfolio Management is effective (see the LPM ratings in the Management component).

9.  Loan Portfolio Management is ineffective (see the LPM ratings in Management component).


10  Credit Administration is sound (i.e., gathering, verifying, analyzing, decision making, documentation, and servicing).



10  Credit Administration is satisfactory.

10.  Serious credit administration weaknesses are commonplace in the portfolio.


11  Investment portfolio management is highly effective.

11.  While some weaknesses may exist, investment portfolio management is adequate overall and does not result in unwarranted credit or market value risk.  



11.  Investment portfolio management results in unwarranted credit or market risk and/or does not comply with regulations or guidelines.

Assets is rated:

1
2
3
4
5

Sound portfolio with low levels of criticized assets and effective asset management practices.
Sound portfolio with only moderate levels of criticized assets and adequate asset management practices.


Significant portfolio risk exposure and/or asset management deficiencies.


Severe asset problems and asset management deficiencies are evident.
Severe asset problems representing an imminent threat to the institution’s viability.









Comments:



MANAGEMENT

· 
Minimal Risk(1 Rating)
· 
Low to Moderate Risk (2 Rating)
· 
High Risk (3+ Rating)

Board Direction and Control


1.  The board actively participates and is highly involved in strategic and operational planning; policy formulation; monitoring the condition and performance of the institution for all major operational areas; monitoring compliance with policies, laws, and regulations; and achieving corrective actions and implementing audit, review, and examination recommendations.



1.  The board participates in strategic and operational planning; approves policies; monitors the condition and performance of the institution; monitors compliance with policies, laws, and regulations; and monitors management’s actions to address examination and audit recommendations.  

1.  The board is not sufficiently involved in strategic and operational planning and does not adequately monitor or is not provided sufficient information to adequately monitor important aspects of operational performance, compliance, and/or correction of identified weaknesses.


2.  The board has clearly defined the CEO's duties and responsibilities.  Standards of performance and measurable key result areas have been established in a job description and performance plan which ensures the CEO understands the board's performance expectations and is accountable for fulfilling those expectations.



2.  The board has reasonably defined the duties and responsibilities of the CEO and performance is measured against achievement of business plan goals.

2.  The board has not clearly defined the duties or responsibilities of the CEO and/or does not have a defined process to hold the CEO accountable for business performance.


3.  Board policy guidance covers all aspects of the institution’s operations, including all material lending programs, loan pricing, internal audit and credit reviews, asset/liability management, human resources, and the allowance for loan losses process.



3.  Board policy guidance covers all areas required by statute, regulations, and bookletters and essentially all material aspects of operations.

3.  Board policy guidance does not cover all areas required by statute or regulations or key aspects of the institution’s operations.  


4.  Board policies are thoroughly understood at all levels of the organization and reevaluated and revised as necessary to ensure intended objectives and goals are being accomplished.

4.  Board policies are understood by the board and executive management and are reevaluated and revised as necessary to reflect changes in the organization and regulations and statutes.  



4.  Board policies are not understood throughout the organization and are often outdated or needing revision to address changes in regulation, statute, or the institution’s operations.




5.  The internal audit, internal credit review, and other management processes evaluate compliance with and effectiveness of board policy.



5.  Management evaluates compliance with and effectiveness of board policy.

5.  Evaluations of board policy are not completed periodically to ensure compliance or effectiveness.


6.  Policies are effective, address all essential elements, and are consistently followed.

6.  Policies are generally effective, address most essential elements, and are, with few exceptions, followed.



6.  Policies do not address essential elements and/or staff does not routinely follow established direction.



Overall, Board Direction is:


Minimal Risk (1 Rating)

Low to Moderate Risk (2 Rating)

High Risk (3+ Rating)

Internal Credit Review


7.  The internal credit review provides early detection of potential problems, evaluates credit administration, and determines compliance with board policy, laws, and regulations.



7.  The internal credit review provides management and the board reliable information regarding the adequacy of credit administration and compliance issues. 

7.  The internal credit review does not evaluate or accurately report the adequacy of credit administration or detect noncompliance with board policy, laws, or regulations.




8.  Risk is accurately identified.  Credit classifications accurately reflect portfolio quality.



8.  Risk identification is acceptable. Inaccurate credit classifications totaled less than 5 percent of volume examined.  While some improvement may be needed, the Internal Credit Review is considered reliable.



8. Material weaknesses in risk identification are evident.  Inaccurate credit classifications totaled greater than 5 percent of volume examined and corrective action by management is required.  [An ICR with inaccurate classifications totaling greater than 10 percent of volume examined is considered unreliable and may require completion by an independent party.]


9.  The internal credit review and audit are comprehensive, timely, and independent.



9.  The scope, independence, and timeliness of the internal credit review and audit are acceptable.

9.  Serious weaknesses exist in the internal credit review and audit, such as lack of independence, timeliness, or scope of review.



Overall, the Internal Credit Review is:


Minimal Risk (1 Rating)

Low to Moderate Risk (2 Rating)

High Risk (3+ Rating)

Business Planning and Resource Management


10.  Strategic plans are meaningful, clear, and provide appropriate direction for the institution.  

10.  Strategic plans provide adequate business direction and goals are reasonably achievable.



10.  Strategic goals are unrealistic, unclear, and/or inconsistent, and have led to an imbalance between the institution’s tolerance for risk and willingness or ability to supply supporting resources.




11.  Strategic goals, objectives, corporate culture, and behavior are effectively communicated and consistently applied throughout the institution.



11.  The corporate culture has only minor inconsistencies with planned initiatives.

11.  Operating policies and programs that direct behavior inadequately support strategic initiatives.


12.  The depth of management talent enhances strategic direction and organizational efficiency.  



12.  Management has demonstrated the ability to implement goals and objectives and successful implementation of strategic initiatives is likely.  



12.  The structure and talent employed by the organization do not support long-term strategies.  


13.  Management succession plans are clearly defined and serve to enhance staff development.



13.  Management succession has been adequately addressed.

13.  Management succession has not been adequately addressed.




14.  Management has been successful in accomplishing past goals and is appropriately disciplined.  Institution is solidly on track to achieve current goals.



14.  Management has a reasonable record in decision making and controls.  Institution is reasonably on track to achieve current goals.

14.  Deficiencies in management decision-making and risk recognition do not allow the institution to effectively evaluate new products, services, or acquisitions.  Achievement of current goals is doubtful.



Overall, Business Planning and Resource Management is:


Minimal Risk (1 Rating)

Low to Moderate Risk (2 Rating)

High Risk (3+ Rating)

Loan Portfolio Management


15.  Management fully addresses all aspects of credit risk, and anticipates and responds well to changes in market conditions.

15.  Management reasonably addresses important aspects of credit risk and adequately responds to changes in market conditions.

15.  Management does not adequately address important aspects of credit risk.  They do not anticipate or take timely and appropriate actions in response to changes in market conditions.




16.  Underwriting standards are comprehensive and sound with few or no material underwriting exceptions.   Underwriting exceptions are fully justified, tracked, and reported.  Individual credit analyses are comprehensive. 



16.  Underwriting standards are satisfactory and underwriting exceptions are reasonable, adequately tracked and reported.    Individual credit analyses are satisfactory.

16.  Underwriting standards are incomplete or overly lax and/or underwriting exceptions are not adequately controlled.    Individual credit analyses do not accurately identify risk.


17.  Portfolio risk measurement and monitoring systems (e.g., stress testing, migration analysis, etc.) are comprehensive.

17.  Portfolio risk measurement and monitoring systems are satisfactory.

17.  Portfolio risk measurement and monitoring systems are not of sufficient quality.


18.  Credit risk concentrations are actively managed.



18.  Attention to credit risk concentrations is adequate.

18.  Attention to credit risk concentrations is inadequate.


19.  Loan structuring, pricing, terms, collateral requirements, controls, and/or growth in new extensions are consistent with the credit risk being assumed and the institution’s risk-bearing ability.

19.  Loan structuring, pricing, terms, collateral requirements, controls, and/or growth in new extensions are prudent.

19.  Loan structuring, pricing, terms, collateral requirements, controls, and/or growth in new extensions are overly aggressive.




20.  The Allowance for Loan Loss methodology is sound and appropriate coverage of risks exists.

20.  The Allowance for Loan Loss methodology is generally adequate and coverage of risks is acceptable.



20.  The Allowance for Loan Loss methodology is flawed and/or provides insufficient coverage of risks present.

Overall, Loan Portfolio Management is:


Minimal Risk (1 Rating)

Low to Moderate Risk (2 Rating)

High Risk (3+ Rating)

Operations Management


21.  Management anticipates and responds well to changes of a market, technological, or regulatory nature that impact operations or the institution’s reputation in the marketplace.



21.  Management adequately responds to changes of a market, technological, or regulatory nature that impact operations or the institution’s reputation in the marketplace.

21.  Management does not anticipate or take timely or appropriate actions in response to changes of a market, technological, or regulatory nature.


22.  Statutory and regulatory compliance considerations are incorporated into product and systems development processes.



22.  While compliance management programs may be informal in some respects, issues are typically addressed prior to product or process implementation.



22.  Compliance considerations are not incorporated into product and systems development.


23.  Staff has the appropriate skills, education, experience, and training needed to effectively carry out their responsibilities with minimal risk of error. 



23.  Staff has skills and training compatible with the complexity of products and operations.

23.  Management has not provided for adequate human resources or training.


24.  Information systems function effectively and information security is sound.

24.  Any deficiencies in information systems and/or security are minor.

24.  Information systems at various levels exhibit significant weaknesses in function and/or security.




25.  The institution has a comprehensive preventive and detective control structure that results in systems, internal controls, audit, and contingency plans that are sound.

25.  Adequate operating and information processing systems, internal controls, and audit coverage are evident.

25.  Internal controls or audits are not effective in reducing exposure.  Management has either not initiated, or has a poor record of, corrective action to address problems.




26.  The institution’s standards of conduct controls are comprehensive. Losses from fiduciary activities are negligible.  The institution does not regularly experience litigation or customer complaints.



26.  The institution has avoided conflicts of interest and other legal or control breaches.  The levels of litigation, losses, and/or customer complaints are manageable. 



26.  Poor administration, conflicts of interest, and other legal or control breaches are evident.


27.  Risk to the institution’s reputation, earnings, or capital from operational deficiencies is minimal.



27.  Risk to the institution’s reputation, earnings, or capital from operational deficiencies is adequately controlled.

27.  Risk to the institution’s reputation, earnings, or capital is reflected in significant litigation, large dollar losses, or a high volume of complaints.



Overall, Operations Management is:


Minimal Risk (1 Rating)

Low to Moderate Risk (2 Rating)

High Risk (3+ Rating)

MANAGEMENT SUMMARY

· 
Minimal Risk(1 Rating)
· 
Low to Moderate Risk (2 Rating)
· 
High Risk (3+ Rating)


1. Board Direction and Control



1.  Board Direction and Control

1.  Board Direction and Control


2.  Internal Credit Review 



2.  Internal Credit Review



2.  Internal Credit Review


3.  Business Planning and Resource Management



3.  Business Planning and Resource Management

3.  Business Planning and Resource Management


4.  Loan Portfolio Management

(see Assets ratings also)



4.  Loan Portfolio Management

(see Assets ratings also)



4.  Loan Portfolio Management

(see Assets ratings also) 


5.  Operations Management



5.  Operations Management



5.  Operations Management


6.  Asset/Liability Management 

 (see Sensitivity)



6.  Asset/Liability Management 

 (see Sensitivity)



6.  Asset/Liability Management 

 (see Sensitivity)




7.  Financial management 

(i.e., impact of decisions on earnings, capital, liquidity, and sensitivity)



7.  Financial management 

(i.e., impact of decisions on earnings, capital, liquidity, and sensitivity)



7.  Financial management 

(i.e., impact of decisions on earnings, capital, liquidity, and sensitivity)



Management is rated:

1
2
3
4
5

Management is fully effective, responsive, and exhibits the ability to cope successfully with existing and future problems that may arise in the conduct of the institution's affairs.
While some deficiencies exist, management is capable and has an overall satisfactory record of performance in light of the institution's particular circumstances.   Management promptly responds to and addresses problems discovered by reviews, audits, and FCA examinations.
Performance is lacking in some areas necessary to meet the responsibilities of the existing situation.  Management either cannot or is unwilling to recognize or acknowledge the institution's problems.  This may include an unreliable internal credit review process, or material weaknesses in the supervision and internal controls over operations.


Management is inferior in demonstrated ability as compared to the responsibilities with which it is charged. Management weaknesses are of such severity that management must be either strengthened or replaced before the institution can return to a safe and sound status.


Incompetent performance has been demonstrated. Management weaknesses are of such severity that management must be immediately strengthened or replaced before the institution can return to a safe and sound status.









Comments:



EARNINGS

· 
Minimal Risk(1 Rating)
· 
Low to Moderate Risk (2 Rating)
· 
High Risk (3+ Rating)

 
1.  Return on Assets (YTD)

>1.5%



1.  Return on Assets (YTD)

>.75%



1.  Return on Assets (YTD)

<.75%


2.  Net Interest Margin

>3.5%

2.  Net Interest Margin

>2.25%



2.  Net Interest Margin

<2.25%


3.  Operating Expenses/Average Total Loans 

PCA:  <$2.00 per $100

ACA:  <$1.75 per $100

FLCA:  <$1.50 per $100


3.  Operating Expenses/Average Total Loans 

PCA:  <$3.00 per $100

ACA:  <$2.50 per $100

FLCA:  <$2.00 per $100

3.  Operating Expenses/Average Total Loans 

PCA:  >$3.00 per $100

ACA:  >$2.50 per $100

FLCA:  >$2.00 per $100


4.  Loanable Funds/Earning Assets
>10%

4.  Loanable Funds/Earning Assets

>5%



4.  Loanable Funds/Earning Assets

<5%


5.  Composition and quality of net income is high, e.g., recurring net interest income and financially related service income.

5.  Composition and quality of net income is satisfactory.  Institution is not overly reliant on nonrecurring sources or sources outside the control of management, e.g., patronage distributions from other FCS institutions.



5.  Institution is overly reliant on nonrecurring sources to cover operating expenses, allowance provisions, or capital accretion. 


6.  Earnings are stable and sustainable considering loan portfolio risk, composition, likely changes in external factors, and recent or planned changes in asset pricing.

6.  Earnings are relatively stable and would not decline substantially due to loan portfolio risk, composition, changes in external factors, or recent or planned changes in asset pricing.

6.  Earnings are not stable or sustainable.  Earnings have declined or are expected to decline due to loan portfolio risk, weaknesses in composition, changes in external factors, or recent or planned changes in asset pricing.



Earnings is rated:

1
2
3
4
5

Clearly sufficient to make full provision for the absorption of losses and the accretion of capital, giving due consideration to asset quality, growth, and emerging and existing trends.
Satisfactory in view of capital needs, growth, asset quality, and emerging and existing trends
Marginal in relation to capital accretion needs and risk exposure.  The situation may be clouded by static or inconsistent trends, dependence on nonrecurring income, a significant decline from the previous year, rapid asset growth, or less than satisfactory asset quality.


Chronically insufficient earnings, intermittent or frequent losses, the existence of a substantial downward trend, or unwarranted erratic fluctuations in net income.
Reflecting losses or a level of earnings that is worse than defined for institutions with a 4 rating.  This level of performance represents a distinct threat to solvency through erosion of capital.







Comments:



LIQUIDITY

· 
Minimal Risk(1 Rating)
· 
Low to Moderate Risk (2 Rating)
· 
High Risk (3+ Rating)


1.  Accrual Assets/Direct Loan

(associations only)

>115%



1.  Accrual Assets/Direct Loan (associations only)

>105%

1.  Accrual Assets/Direct Loan

(associations only)

<105%


2.  Acceptable & OAEM Loans/Direct Loan  (associations only)

>110%



2.  Acceptable & OAEM Loans/Direct Loan (associations only)

>100%

2.  Acceptable & OAEM Loans/Direct Loan (associations only)

<100%


3.  Acceptable Loans/Direct Loan

(associations only)

>105%



3.  Acceptable Loans/Direct Loan

(associations only)

>95%

3.  Acceptable Loans/Direct Loan

(associations only)

<95%


4.  Source of primary liquidity is highly stable.  

4.  Source of primary liquidity is relatively stable.



4.  Conditions exist which threaten the stability of the institution’s primary source of liquidity.

 


5.  Association complies with all requirements of its General Financing Agreement and is receiving funds at the lowest available rate.



5.  Association complies with all requirements of its General Financing Agreement.



5.  Association does not comply with one or more requirements of its General Financing Agreement.


6.  Liquidity is more than adequate to meet demands, e.g., debt payments, loan demand, litigation, near-term capital expenditures, operating expenses, and any dividends and/or stock retirements to be paid in cash.



6.  Liquidity is sufficient to meet demands, e.g., debt payments, loan demand, litigation, near-term capital expenditures, operating expenses, and any dividends and/or stock retirements to be paid in cash.

6.  Liquidity is not sufficient to meet demands, e.g., debt payments, loan demand, litigation, near-term capital expenditures, operating expenses, and any dividends and/or stock retirements to be paid in cash.

Liquidity is rated:

1
2
3
4
5

Ample liquid funds are available through the normal or customary sources of funding on favorable terms augmented by ample secondary sources of liquidity as appropriate.
Overall sufficient liquidity position.  The net collateral position, loanable funds, access to secondary sources of liquidity, and management of cash flows provide a satisfactory source and uninterrupted access for funding operations.


Weak availability of liquid funds due to tightening access to additional funding at reasonable terms and typically minimal secondary sources of liquidity.  Weaknesses in the net collateral position, quality of assets pledged to support debt, or cash management is evident. 
Serious weaknesses exist in the institution’s liquidity position, which threaten viability.
Serious weaknesses exist in the institution’s liquidity position that present an imminent threat to continued viability.  Requires immediate remedial action and/or external financial assistance to meet maturing obligations.







Comments:



SENSITIVITY

· 
Minimal Risk(1 Rating)
· 
Low to Moderate Risk (2 Rating)
· 
High Risk (3+ Rating)


1.  IRR is limited due to the existence of a funds transfer pricing process that centralizes most sources of risk at the district bank.  IRR is largely associated with management of the retail loan spreads.



1.  IRR is limited due to the existence of a funds transfer pricing process; however, lending programs and activities create some risk sources not centrally managed.



1.  The interest rate profile is complex, with exposures to mismatch, basis, yield curve, and options risks arising from a variety of sources including funding, investment, and derivatives activities.




2.  Management fully addresses the scope, nature, and impact of IRR exposures.  Appropriate resources are devoted to IRR management.  Lines of authority and responsibility are clearly defined.



2.  Management addresses most aspects of IRR but overlook some sources or potential impact.  Resources for managing IRR are generally adequate.  Lines of authority and responsibility are defined.

2.  Management does not adequately address the institution’s exposure to IRR.  Insufficient human or technical resources are available for IRR management.  Lines of authority and responsibility are not clearly defined.




3.  IRR measurement provides insightful information, is accurate, and captures all IRR exposures.



3.  IRR measurement provides adequate information, is generally accurate, and captures the material IRR exposures.



3.  IRR measurement is overly simplistic for the size and complexity of the institution or significant deficiencies render reports unreliable.




4.  Reporting of IRR exposures is comprehensive, timely, and reliable, providing for informed decision making.  Audits are used to effectively validate the adequacy of IRR management and measurement.



4.  Reporting of IRR exposures is generally comprehensive, timely, and reliable, providing a reasonable basis for decision making.  General or periodic audit coverage is provided over IRR management and measurement.



4.  Reporting of IRR exposures has significant weaknesses and does not provide an adequate basis for informed decision making.  Audits are not sufficiently or effectively used to validate the IRR management and measurement process.




5.  IRR parameters are well defined, address all potential exposures, and effectively limit risk commensurate with the institution’s financial condition.



5.  IRR parameters are adequately defined, address the primary sources of risk and are reasonable relative to the institution’s financial condition.

5.  IRR parameters are poorly defined, omit material sources of risk, or are inappropriate relative to the institution’s financial condition.




6.  Policies and procedures are comprehensive, provide effective control of IRR exposure, and are commensurate with the complexity and risk profile of the institution.



6.  Policies and procedures are adequate to control IRR exposure and provide reasonable coverage over the material sources of IRR.

6.  Policies and procedures are deficient, do not adequately control IRR exposure, and/or are not commensurate with the institution’s risk profile.

Sensitivity is rated:

1
2
3
4
5

Well controlled and there is minimal potential that the earnings performance or capital position will be adversely affected.  Risk management practices are appropriate for the size, sophistication, and IRR accepted by the institution.  The level of earnings and capital provide substantial support for the degree of IRR taken by the institution.


Adequately controlled and there is only moderate potential that the earnings performance or capital position will be adversely affected.  Although risk management practices are generally appropriate for the size, sophistication, and IRR accepted by the institution, some improvements would enhance the process.  The level of earnings and capital provide adequate support for the degree of IRR taken by the institution.
Needs substantial improvement or there is significant potential that the earnings performance or capital position will be materially affected by adverse changes in interest rates.  Risk management practices need to be improved given the size, sophistication, and level of IRR accepted by the institution.  The level of earnings and capital may not adequately support the degree of IRR taken by the institution.  The immoderate level of IRR that exists, while correctable, threatens the stability of the institution's financial condition and performance.
Unacceptable or there is high potential that the earnings performance or capital position will be adversely affected.  Risk management practices are deficient for the size, sophistication, and level of IRR accepted by the institution.  The level of earnings and capital do not provide adequate support for the degree of IRR taken by the institution.
Unacceptable or the level of IRR taken by the institution is an imminent threat to its viability.  Risk management practices are inadequate for the size, sophistication, and level of IRR accepted by the institution. Earnings and capital do not support the institution’s excessive level of IRR.







Comments:



         Of


