Northview Bank & Trust 

Interest Rate Risk situation.

We are a small to mid-size community bank located in Northfield, Il. The

problem we are confronted with is this: Our loan and investment portfolios

consist of about $285 million in assets that mature and have re-pricing

opportunities at various periods ranging from 1 day to 5 years. In the

portfolio there are about $100 million in assets available to re-price on a

daily basis. Therefore, when short-term interest rates fluctuate, $100

million or about 30% of the entire portfolio changes immediately. In 2001,

the prime rate changed almost 50 basis points (1/2%) every month throughout

the year. So, on 1/1/01 we were earning about $9.5 million on the $100

million in "floating rate" assets. On 12/31/01, due to the overall change in

rates, we were earning $4.75 million on those same assets. 

On the flip side, our bank, like most others fund the assets with more fixed

rate deposits than floating rate deposits because customers want to lock in

longer term rates. Therefore, a timing mis-match occurs. Where $100 million

in assets re-price immediately, it takes about 7.8 months for the same

amount of deposits to re-price. So, when rates fall precipitously as they

did last year, our margin shrinks. Conversely, if short-term rates increase,

our margin will increase as dramatically as it shrank.

In order to manage the margin more effectively, there are interest rate

instruments available to lock in spreads so that the margin doesn't

fluctuate so dramatically. 

Our goal this year is to explore options and put them in place to protect

the margin form such volatile movements. Those options can include interest

rate hedges for the assets and changes in deposit types and or maturities.

I would ask that if you are interested in taking this as a case,

recommendations on how to flatten out the margin should be the goal. 

Blair K. Robinson, CEO

Northview Bank & Trust

