Week 1 Questions 
Multiple Choice Questions: 

1) Which of the following are reported as assets on a bank's balance sheet?
A)    Borrowings
B)    Reserves
C)    Savings deposits
D)    Bank capital
E)    Only A and B of the above 

    2) In general, banks make profits by selling-----liabilities and buying --------   assets.
A)    long-term; shorter-term
B)    short-term; longer-term
C)    illiquid; liquid
D)    risky; risk-free 

    3) Which of the following statements is true?
   A)    A bank's assets are its sources of funds.
   B)    A bank's liabilities are its use of funds.
   C)    A bank's balance sheet shows that total assets equal total liabilities plus equity capital.
   D) All of the above are true.

  4) Which of the following statements is true?
  A)    A bank's assets are its uses of funds.
  B)    A bank's assets are its sources of funds.
  C)    A bank's liabilities are its use of funds.
  D)    Only B and C of the above are true.

5) Which of the following statements is false?
A)    A bank's assets are its uses of funds.
B)    A bank issues liabilities to acquire funds.
C)    A bank's assets provide the bank with income.
D)    Bank capital is an asset on the bank balance sheet.

6) A bank's balance sheet
A)    shows that total assets equal total liabilities plus equity capital.
B)    lists sources and uses of bank funds.
C)    indicates whether or not the bank is profitable.
D)    does all of the above.
E) does only A and B of the above.

7) Which of the following are reported as liabilities on a bank's balance sheet?
A)    Reserves
B)    Checkable deposits
C)    Loans
D)    Deposits with other banks


8) Which of the following are reported as liabilities on a bank's balance sheet?
A)    Discount loans
B)    Cash items in the process of collection
C)    State government securities
D)    All of the above
E)    Only B and C of the above

[bookmark: _Hlk140133025][bookmark: _Hlk140135312]Analytical Questions: 

1) Some Central banks do not pay interest on required reserves. Some bankers see this as a tax on their business. Can you explain why?

2) Define these concepts for banks: Return On Assets (ROA), Return On Equity (ROE), and Net Interest Margin (NIM). What do they show?

3) The source of bank operating income has changed over the years. Discuss.


4) How is Net Interest Margin (NIM) a good measure of bank performance? Bank management performance? 

5) ROA and ROE are considered performance evaluation tools for banks. Do they always move in the same direction? How does an increase in capital affect them?

[bookmark: _Hlk140134772]6) Assume that the following banks have the same net amount of 2 million, but they are different due to the capital structure:

BANK ALFA
Reserves 12 million				Deposits 85 million
Loans      90 million				Bank Capital 17 million
TOTAL ASSETS 102 million			TOTAL Liabilities and Equity 102 million

BANK BETA
Reserves 12 million				Deposits 100 million
Loans      90 million				Bank Capital 2 million
TOTAL ASSETS 102 million			TOTAL Liabilities and Equity 102 million

Which Bank is more attractive for shareholders? Which bank is riskier in case of loan depreciation at 15 million? Show your calculations to support your suggestions.


