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Treasury Yield Curve
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Historically, the 
spread between 
short and long-
term Treasury 
Bonds has been 
positive
However, for 
about a year, 
short-term yields 
have been higher 
than long-term 
yields

Source: http://www.ustreas.gov/offices/domestic-finance/debt-management/interest-rate/yield.shtml
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Challenging Environment



Challenging Environment

Given that depositories generally “Borrow Short and Lend Long”

Net interest margins have compressed

Difficult to maintain or increase earnings

Source: FFIEC Reported Data
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Challenging Environment

Most Banks 
reported lower 
earnings in the 
1st quarter of 
2007 as 
compared to 
the 3rd quarter 
of 2006
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Percentage Change in Reported Earnings - 
Banks (1st Quarter '07 Vs. 3rd Quarter '06)
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Challenging Environment

…Thrifts as 
well
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Percentage Change in Reported Earnings - 
Thrifts (1st Quarter '07 Vs. 3rd Quarter '06)

Increase, 30%

Decrease, 
69%
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Challenging Environment

Earnings in 
recent years 
have benefited 
by lower loan 
loss provisions
If loan quality 
declines, 
provisions will 
increase, 
putting further 
pressure on 
earnings
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Loan Loss Reserves / Total Loans
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Good News

In spite of recent earnings 
declines, capital has 
increased
Equity to Assets ~ 10.3%
Risk Based Capital ~ 12% 
(Well Capitalized > 10%)
Depositories are less 
“leveraged” than in prior 
years
Bank equity totals more 
than
$1,000,000,000,000 

Source: FDIC -Commercial Banks
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Bank Capital Deployed - (Equity / Assets)
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Deposit Growth and Loan Origination I’ve got an idea!
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Deposit Growth and Loan Origination

You should gather low-cost deposits
Originate new, high quality loans
Increase fee income
Control overhead
While managing interest rate risk (& others)

10



Non-Core Ideas to Increase Earnings and Mitigate Risk

Restructure Portfolio (bonds or loans)
Current portfolio was built during a time of lower rates
Sell lower yielding assets, take loss, reinvest in current market yields
Attempt to recapture loss in current fiscal year
Use restructuring opportunity to mitigate interest rate (earnings or EVE) in 
other parts of the balance sheet

Reinvestment Options:
Consider higher yielding assets
MBS Pass-thrus and ARMs, returns as high as 6%, 20% risk weighted asset 
Bank Qualified Municipals – positively sloped yield curve, adds structure 
should interest rates fall, component of high performing bank portfolios, TEY 
> 6.0% possible
Can utilize Optimization tools to meet expected cashflow requirements
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Non-Core Ideas to Increase Earnings and Mitigate Risk

Grow Securities Portfolio
Capital is at historical highs, use capital to increase earnings
But, isn’t the curve inverted?
Yes, but if your balance sheet can tolerate increased optionality, 100-200 bps 
spread is possible
Evaluate the risk vs. reward
Deploy in the context of the overall balance sheet (use to reduce or 
complement overall interest rate risk)
Can increase EPS, ROE, no additional overhead or loan loss provisions
Consider as an interim strategy until loan demand resumes
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Grow Securities Portfolio – Scenario 1
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Sample Institution’s Interest Rate Risk Profile:

Sample Institution’s Portfolio Shock Table:

-300 -200 -100 Basecase +100 +200 +300

Net Interest Income 17,594 18,839 19,826 20,572 21,775 22,983 24,183
% Change From Base -14.48% -8.42% -3.63% 5.85% 11.72% 17.55%

Present Value of Equity 69,598 72,042 74,005 74,480 73,995 73,398 72,652
% Change From Base -6.55% -3.27% -0.64% -0.65% -1.45% -2.45%



The Earnings Optimizer
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Enter OptimizerEnter Optimizer



Grow Securities Portfolio – Scenario 2
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Sample Institution’s Interest Rate Risk Profile:

Sample Institution’s Portfolio Shock Table:

-300 -200 -100 Basecase +100 +200 +300

Net Interest Income 2,516 2,637 2,671 2,586 2,289 1,966 1,631
% Change From Base -2.71% 1.97% 3.29% -11.48% -23.98% -36.93%

Present Value of Equity 19,961 20,375 20,648 19,105 15,766 12,319 9,015
% Change From Base 4.48% 6.65% 8.08% -17.48% -35.52% -52.81%



The Earnings Optimizer
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Enter OptimizerEnter Optimizer



Conclusion

It is possible to add income today…

Without making an interest rate bet

While adding interest rate risk protection

And add cashflow to pre-fund future loan growth
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Disclaimer

These materials are for discussion purposes only. They should not be construed as an offer or 
solicitation with respect to the purchase or sale of any security or to enter into any particular 
transaction and may not be relied on in evaluating the merits of investing in any security or 
entering into any transaction. The information contained herein and any supplemental 
information or other documents provided in connection herewith are submitted to you on a 
strictly confidential basis, should be kept confidential and should not be used other than in 
connection with your evaluation of a proposed structure or transaction. By accepting a copy of 
this presentation, the recipient agrees that neither it nor any of its employees or advisors shall 
use the information for any purpose other than evaluating a proposed structure or transaction or 
divulge the information to any other party. The information contained herein shall not be 
photocopied, reproduced or distributed to others, in whole or in part, without the prior written 
consent of Morgan Keegan / Regions Bank . A proposed structure or transaction described 
herein may not be appropriate for you and should be considered in the context of your particular 
requirements. You should consult your own advisors to evaluate any tax, accounting or legal 
consequences of any proposed structure or transaction. The information contained herein is 
believed to be reliable, but no representation is made as to its accuracy or completeness. This 
presentation includes a summary of a proposed transaction or structure and is not intended to 
be complete. Any examples used herein are hypothetical and, due to changing market 
conditions, may not reflect actual pricing or market terms. The terms of any proposed structure 
or transaction are subject to change. The securities and other investment products described 
herein are: 1) Not insured by the FDIC, 2) Subject to investment risks, including possible loss of 
the principal amount invested, 3) Not deposits or other obligations of, nor guaranteed by Morgan 
Keegan & Company, Inc., Regions Financial Corporation or any of their affiliates.
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