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Liquidity Ratios for California Banks
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Total Assets| Dependency Ratio Deposits Total Securities | (Incl MMDASs) P .
Total Deposits
2025 Q2 15.7 % 8.6 % 89.3 % 9.8 % 40.5 % 2.3 % 3.4%
2024 Q2 15.8 % 10.4 % 89.8 % 12.1% 39.6 % 23 % 4.2 %
2023 Q2 17.7 % 6.3 % 87.0 % 10.9% 36.6 % 1.4 % 3.6 %
2022 Q2 23.6 % -0.6 % 78.9 % 14.6 % 13.4 % 0.2 % 0.3%
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Liquidity Trends: California Banks
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Liquidity Risk

Liquidity should cover daily operational needs and provide a
cushion for stress conditions/ unexpected needs.




Liquidity Risk Management Framework

Measuring &
Monitoring
Systems

Governance & Funding
Risk Tolerance Strategy

Liquidity Contingency Internal
Stress Test Funding Plan Controls




Checking for Best Practices

1. Are liquidity sources readily available? Is the collateral pledged and are
you checking the credit lines?

2. Does your MIS /reporting able to track collateral, deposit segmentation,
uninsured deposits or modeling new products prior to implementation?

3. Do you have appropriate limits for deposit type concentration?

4. Do EWI/policy triggers cause change in strategy or discussions at the
Board or ALCO?

5. Do ALCO packages provide level/trends and review of funding strategy?

6. Are you doing stress test and CFP as a compliance exercise or for risk
management?

7. Is the audit effective? Do you have an engaged board?




Recommendations From Recent Exams

Reduce Strengthen

Reduce reliance on noncore Strengthen core deposit base; Set meaningful policy limits to
/ volatile funding sources. defining objectives, actionable measure liquidity and exposure
target metrics, and strategies. to noncore funding sources.




Recommendations From Recent Exams

““

Improve MIS to track collateral, Revisit the CFP to include Update liquidity stress test
deposit segmentation, appropriate stress events, assumptions and ensure
uninsured deposits or stress levels, KRls, actions scenarios are meaningful and
modeling new products prior plans, and operational steps to targeted to the institution.

to implementation. implement the Plan.




The 2023 Regional Banking Crisis

SILVERGATE BANK
(Announced self liquidation 3/8/23)

* Concentration risk: The bank’s deposit accounts were
largely funded from companies in one industry (crypto).

*Nearly all deposits were uninsured.

*Risk management capabilities did not keep pace with the
bank’s rapid growth, increasing complexity, and evolving
risk profile.

*Ineffective Board and management oversight.

SILICON VALLEY BANK
(Closed on 3/10/23)

*Rapid asset growth concentrated in venture capital-backed and
early-stage firms, cyclical in nature. High level of uninsured
dep05|ts%94%).

*The underlying concern was its solvency. High unrealized
losses in its large investment portfolio (55% of assets) and
asset-liability maturity mismatch.

*Focused on short-term profits rather than effectively manage
the underlying balance sheet risks. Failure to execute on its
CFP.

* Ineffective communication on its plan to raise capital, over
reliance on customer loyalty.

*Social media enabled depositors to instantly spread concerns
about a bank run, and technology enabled immediate
withdrawals of funding.




Estimated unrealized gains/losses on SVBFG’s investment portfolio securities (a)

Billions of dollars
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Source: FRB (2023).

(a) Estimated unrealised losses on securities calculated as: (held-to-maturity fair value less held-to-maturity amortized cost) +
(available-for-sale fair value less available-for-sale amortized cost). Estimates do not reflect losses related to available-for-sale securities
that were transferred to held-to-maturity and do not reflect hedging impacts or tax consequences.




The 2023 Regional Banking Crisis

SIGNATURE BANK
(Closed on Sunday 3/12/23)
*Poor management and Rapid Growth.

*Lack of a well-documented and thoroughly tested
CFP and lack of preparedness for a liquidity event.

*Lack of responsiveness to supervision findings.
*Overreliance on uninsured deposits (90%).

*Reputation risk and contagion from crypto industry
turmoil and the failure of SVB.

FIRST REPUBLIC BANK
(Closed on 5/1/23)

*Rapid growth (20%) coupled with loan and funding
concentrations.

*Overreliance on uninsured deposits (65%) and
depositor loyalty.

*Failure to manage interest rate risk, including
accepting consistent policy breaches. Rate hikes in
2022 created a significant asset/liability mismatch
for the bank.

*Unrealized losses in the investment and loan
portfolio exceeded equity levels, resulting in loss of
market and depositor confidence.

* Contagion effects initially manifested in large
declines in stock prices and then in deposit runs.




First Republic EVE Projections

Scenario
Ll Ei?::?;‘:;li‘ﬁ?::s) +100bps +200bps +300bps +400bps
March 2022 $16,715 -5% -12% -20% -29%
June 2022 $13,588 -16% -33% -50% -66%
Sept 2022 $8,103 -41% -82% -120% -156%
Dec 2022 $6,928 -59% -117% -172% -224%
Risk Tolerance/Appetite 15/20% 20/25% 25/30% 30/35%

Source: First Republic internal documents and FDIC OMRs.

(Dollars in Millions) Amortized Cost or

Carrying Value

Fair Value Net Unrealized Gains (Losses)

or Fair Value Declines

As of December 31, 2022

Available-for-Sale Debt Securities $3,817 53,347 (5470)
Held-to-Maturity Debt Securities 528,348 $23,587 (54,761)
Loans, Met of ACL 5166,084 5143925 (522,159)
As of December 31, 2021

Available-for-Sale Debt Securities 53,425 53,381 (544)
Held-to-Maturity Debt Securities 522,292 $23,422 51,130
Loans, Net of ACL $134,262 $129,269 (54,993)

Source: First Republic December 31, 2022 10-K Report.




Lessons from the 2023 Banking Crisis

Failures resulted from major gaps in risk management of IRR, Liquidity, and concentration risks.
Individual risks are interconnected and could compound on one another.

Aggressive growth and focus on short-term profitability often neglect sound risk management.
Ineffective Board and management oversight and failure to respond to exam recommendations.
Heavy reliance on a narrow customer base/business lines, results in exposure to market volatility.
Magnitude of outflows was exacerbated due to social media and digital banking.

FHLB is not intended to be a lender of last resort.
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Impact on DFPI examinations: Further review of uninsured deposit coverage and social media
programs.




A Wonderful Life




A Digital Life




Resources

*2010 Interagency Policy Statement on Funding and Liquidity Risk Management, jointly issued by
the Federal Reserve, FDIC, OCC, OTS, and NCUAA.

*2023 Updated Guidance: Interagency Policy Statement on Funding and Liquidity Risk
Management on the Importance of Contingency Funding Plans.

*https://oig.federalreserve.gov/reports/board-review-silvergate-summary-sep2023.pdf

*https://www.federalreserve.gov/publications/files/svb-review-20230428.pdf

*https://www.fdic.gov/news/press-releases/2023/pr23033a.pdf

*https://www.fdic.gov/news/press-releases/2023/pr23073a.pdf
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