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Weekly Post: Explaining the Changes in Your Risk
Profile
Dear ClientsExplaining the quarterly changes of your risk profile is central to the
ALM process. Knowing the reasons behind the changes in your
duration and EVE enables you to better manage your balance sheet
exposure and profitability. The THC “Two Cycle Comparison” report
can assist you in explaining the changes.
However, the drivers behind the changes in the risk profile are
complex and may be dependent on many factors. This Post details
how this attribution model can be useful in explaining the changes
in your risk profile from one cycle to another.
Challenges
 Why did my EVE duration change so much in this cycle?
 How can my EVE value decrease when I have not done much
to the balance sheet?
 How can I verify the balance sheet risk exposure and impact of
funding new loan volume using FHLB advances?
Solution
An increase in EVE value is the balance sheet's unrealized gain. If
your EVE value has increased by $10mm, then you have accrued
$10mm in unrealized gains, which can be realized over the life of
each balance sheet item, when held until maturity. For example,
when interest rates falls 50 bpts, a 3 year fixed rate loan would
have an unrealized gain of locking into an additional 50 bpts
income for the next 3 years.
EVE value can also be affected by your customers' action. For
example, a mortgagor may prepay a high interest loan eliminating
the unrealized gain embedded in the loan. Further EVE value may
also be affected by the actions on your balance sheet. For example,
you may have originated long duration loans in the beginning of
the cycle as the rates then declined the following three months,
resulting in a higher EVE value.

Market Wisdom - Art Hilliard*
Beyond the obvious
Being an active seller certainly helps in
managing the balance sheet and mortgage
origination pipeline, not to mention gaining
income from sales. Smaller institutions,
especially, can use seller relationships to
strategically grow their business and avoid
sending customers down the street






Institutions can gain access to
products they previously haven’t
been able to offer like fixed rate
mortgages that they have not
been able to put on their balance
sheet
Some banks don’t originate loans
with LTVs over 80% because of
portfolio risk. These loans can be
originated and sold while lower
LTVs are kept on balance sheet
Some institutions avoid originating
loans over 80% LTV because of the
escrow requirement on servicing
these loans. Investors who buy
loans servicing released give
institutions the option of
originating loans over 90% without
having any additional servicing
requirements

Provide more options to your customers
and grow your mortgage pipeline without
taking on additional risk.

Art Hilliard has been in the mortgage industry for 29
years. He has originated, managed secondary
marketing, securitizations and settlements, provided
mortgage financial advisory and performed multiple
mortgage portfolio sales and acquisitions.He was past
president of the Illinois Mortgage Bankers Association.
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Our two-cycle comparison report attributes the changes in the EVE
https://www.thcdecisions.com/tro
values to the change of each balance sheet item face value and the
change in economic value due to the market. Using a hypothetical Bank B, the report gives the following
attribution.
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Consider the last item in the third row, EVE attribution. The EVE has increased by $3.448mm in the past
cycle. The decomposition shows that much of the change results from the fall in interest rates with the
market effect accounting for $2.552mm, while the balance sheet change accounts for only $0.896mm. The
THC Risk Profile attribution decomposes the changes into two key drivers: balance sheet changes and
market rate changes.
Numerical Example
The attribution model then breaks down into individual balance sheet items and decomposes the economic
value into two terms: the change in unit value based on the initial face value and the change in face value
based on the initial unit value.Therefore, the change in EVE due to the Balance Sheet or to the market effect
of interest rate changes can be attributed to each balance sheet item. The breakdown then highlights which
balance sheet items had the most impact on the changes in your risk profile.
For example, the report below shows that the Secured by First Lien contributes $3.102mm to the total of
$3.448mm..

The attribution is useful to ALM because the results here show how you have lowered the EVE duration and
how you have accrued higher unrealized gain using a “riding down the curve” strategy or other strategies
that I have described in previous Posts.
Conclusions
Changes in the balance sheet risk profile can be attributed to several underlying drivers: your action and
your customers’ action on the balance sheet and the market rate changes. By knowing the reasons behind
the change, you can explain the changes, better adjust the risk exposure of your balance sheet and better
manage your profitability.
If you have any questions on the two cycle comparison report, please do not hesitate to contact THC.
Regards,
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Tom Ho
Tom.ho@thomasho.com
1-212-732-2878
*Art Hilliard is the Principal at AJHilliard Company assisting banks, credit unions, and mortgage companies
with mortgage advisory and asset sales and acquisitions.
THE THC CONTENT IS PROVIDED AS IS, WITHOUT REPRESENTATIONS OR WARRANTIES OF ANY KIND. TO THE
MAXIMUM EXTENT PERMISSIBLE UNDER APPLICABLE LAW THC HEREBY DISCLAIMS ANY AND ALL
WARRANTIES, EXPRESS AND IMPLIED, RELATING TO THE THC CONTENT, AND NEITHER THC NOR ANY OF ITS
AFFILIATES SHALL IN ANY EVENT BE LIABLE FOR ANY DAMAGES OF ANY NATURE WHATSOEVER, INCLUDING,
BUT NOT LIMITED TO, DIRECT, INDIRECT, CONSEQUENTIAL, SPECIAL AND PUNITIVE DAMAGES, LOSS OF
PROFITS AND TRADING LOSSES, RESULTING FROM ANY PERSON’S USE OR RELIANCE UPON, OR INABILITY TO
USE, ANY THC CONTENT, EVEN IF THC IS ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR IF SUCH
DAMAGES WERE FORESEEABLE

3

