162 Part Two Financial Statements and Financial-Firm Performance

Continuing Case Assignment for Chapter 5

FIRST LOOK AT YOUR BHC'S FINANCIAL
STATEMENTS

In Chapter 5, we focus most heavily on the financial statements
for banking companies. As you read this chapter, you progress
through a lengthy, yet interesting, discussion of the items found
on the Report of Condition (balance sheet) and the Report of
Income (income statement). In the chapter you find financial
statements providing dollar amounts and then comparative
financial statements where the ratios of items-to-assets are
presented. The data was collected from Statistics for Deposi-
tory Institutions at the FDIC's website (www2.fdic.gov/sdif)
and organized into tables using Excel. You will first create
financial statements using dollar figures collected from SDI for
your banking company for year-to-year comparisons, and you
will then create financial statements for your banking company
and its Peer Group using the ratios of items-to-assets.
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A. Add a spreadsheet entitled “Year-to-Year Comparisons” to
your Excel workbook. Enter the data for your BHC in the
format illustrated for BB&T.

To fill in the dollar amounts for the Year-to-Year Compari-
sons spreadsheet, go to wwwa2 fdic.gov/sdi and enter SDI.
You will create a report with two columns and you are pre-
sented with two pull-down menus. Fram the first pull-down
menu, select “Bank Holding Company,” then enter your com-
pany's BHC number, and select the report date for the most
recent year-end. From the second pull-down menu, repeat
the process, only you will select reports for December, one
year prior. Follow the cues to generate a report selecting to
“View" in “Dollars” for the first spreadsheet. For the Report of
Candition you will be able to enter most data directly from the
Assets and Liabilities report generated at the FDIC website;
however, you will have to explore the Net Loans and Leases
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Chapter Five The Financial Statements of Banks and Their Principal Competitors

Continuing Case Assignment for Chapter 5 (continued)
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link to get Gross Loans and Leases and Unearned Income. For
the Report of Income, you will find the information you need in
the section called “Income and Expense.”

B. Create a second worksheet in the same workbook, but
collect data in “Percent of Assets” rather than in daollars.
This will be useful for comparative analysis, and you will
collect data both for your BHC and a group of peer banks
as illustrated for BB&T. To fill in the percentages of total
assets, return to www2.fdic.gov/sdi and enter SDI. This
time, you will create a report with four columns and you
are presented with four pull-down menus. From the first
pull-down menu, select “Bank Holding Company,” then
enter your company's BHC number and select the report
date for the most recent year-end. From the second pull-

down menu, choose “Standard Peer Group” and select
“All Commercial Banks with Assets of More than $10 Billion”
for the most recent year-end. You will repeat this process
using the last two pull-down menus, only you will select
reports for December, one year prior. Follow the cues
to generate a report selecting to "View"” in “Percent of
Assets” and enter the same items as in Part A. By work-
ing with these statements, you will be familiarizing your-
self with real-world financial statements and developing
the language to talk with finance professionals from all
types of financial institutions.

To develop an understanding of the relationships on the
Reports of Condition and Income and to double-check for
data collection errors, we will use our formula functions to
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164 Part Two Financial Statements and Financial-Firm Performance

Continuing Case Assignment for Chapter 5 (continued)

calculate total assets, total liabilities and capital, total liabilities,
total equity capital, net interest income, pretax net operating
income, income before extraordinary items, and net income,
using the spreadsheet developed in Part A. First Step: copy
Columns B and C to Columns D and E. Second Step: clear the
values in the cells containing total assets (i.e., Cells D4 and
E4), total liahilities and capital, total liabilities, total equity capi-
tal, net interest income, pretax net operating income, income

before extraordinary items, and net income. Then use the for-
mula functions in Excel to create entries for the empty cells. For
example, the formula for total liabilities used in Column D would
be =SUM(B20:B25). If the formulas and entries are correct, you
will get the same numerical values as in columns B and C, and
you can be reassured that you are developing an understanding
of the financial statements of banks and similar financial firms.
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Continuing Case Assignment for Chapter 6
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EVALUATION OF YOUR BANK'S FINANCIAL
STATEMENTS

Part A: Comparison across Years Using Volume Data
In Chapter 5, we focused on collecting financial statement
information from the FDIC's Statistics for Depository Institu-
tions. Now, you will be using that data to evaluate your BHC.
Calculating dollar changes and percentage changes
across years using dollar data and interpreting this informa-
tion. Open your Excel Workbook and go to the spreadsheet
containing dollar amounts for year-to-year comparisons. Delete
any numbers in columns D and E. Calculate the dollar changes
in calumn D and the percentage changes in column E for each
item. You now have data similar in formatto Tables 6-5, 6-6, and
6-8 in the appendix. (Whereas the appendix utilizes the BHCPR
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Basic Infarmation | Year-to-¥ear Comparisons Compansans with Peer Group

The most significant percentage changes in uses of funds
from 2009 to 2010 for BB&T:

* Federal Funds Sold and Reverse Repurchase Agreements
grew 140.22 percent.
* The Securities portfolio contracted 30.47 percent.

Part B: Comparison with Peer Institutions Using Composition
Data (Percentages of Report of Condition and Income
Statement Items to Total Assets)

Open your Excel Workbook and go to the spreadsheet contain-
ing items expressed as percentages of assets developed for
comparisons with the peer group in Chapter 5's Real Numbers
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data you will be working with the FDIC's SDI data, which utilize
slightly different terminology.) Review your data for significant
changes in dollar and percentage terms. Create bulleted lists
of the most significant changes of (1) uses of funds from the
Report of Condition, (2) sources of funds from the Report of
Condition, and (3) components of the Report of Income. Include
the two most significant changes in dollar amounts and the two
most significant percentage changes. See the following exam-
ple for the evaluation of BB&T's uses of funds.

The most significant dollar changes in uses of funds from
2009 to 2010 for BB&T:

* Netloans and leases increased by almost $818 million.
¢ The securities portfolio decreased by more than $10
billion.
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for Real Banks assignment. Your infarmation is very similar to
the data provided for BB&T from the BHCPR in Tables 6-7 and
6-9 found in the appendix. In column F subtract the peer group
ratios from your BHC ratios for the maost recent year. Use this
to identify the most significant differences. Create three bul-
leted lists of the most significant differences between your
BHC and its peer group for (1) uses of funds from the Report
of Condition, (2) sources of funds from the Report of Condi-
tion, and (3} components of the Report of Income. Include the
two most significant differences in each list. See the following
example for the evaluation of BB&T's uses of funds relative to
its peer group for 2010.

{Continued)
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Continuing Case Assignment for Chapter 6 (continued)

The most significant differences in asset composition for create the entries. For example, the formula for ROE
2010 for BB&T versus its peer group of banks with more than entered in cell B54 would be: “=B52/B27."
$10 billion in assets: C. Inrows 54 through 58, calculate the key profitability ratios
+ BBA&T has a higher proportion of net loans and from Equations (6-4) through (6-9) in the chapter. Write
leases—66.64 percent of total assets versus 50.48 percent one paragraph comparing profitability across years.
for the peer group. D. Rows 59 through 62 provide the framework for a break-
* BBA&T has a lower proportion of trading account assets to down of equity returns using Equations (6-14)—{6-17) in
total assets—BB&T has 0.54 percent of its funding invested this chapter. Write one paragraph discussing the change
in trading accounts whereas the peer group has 7.35 per- in ROE using this breakdown. Incorporate the basic equa-
cent invested in trading accounts. tion and interpret the information for your BHC.

E. Rows B3 through 65 call for a breakdown of the net profit

Part C: A Trend Analysis of Profitability: A Breakdown of margin, as illustrated by Equation (6-18). Write one

Returns : ; :
paragraph discussing the components of net profit mar-
A. Open the dollar-denominated spreadsheet. Immediately gin for your BHC and the implications of the changes
below the income and expense data, add the rows illus- occurring across the years.
trated in the spreadsheet. F. Rows 66 through 6 provide the framework for a break-
B. Calculate the ratios for the most recent year in Column B down of ROA (Equation (6-20) in this chapter). Write one §
and then for the prior year in Column C using the formula paragraph discussing the change in ROA and its compo- E
functions in Excel and the data in rows 1 through 52 to nents for your bank. ;
=
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Selected For an explanation of how to measure and evaluate visk in banking and financial services see, for g
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