
5/8/2026

1

Understanding Bank 
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July 16, 2026

Learning Objectives

• Better understand balance sheet and income statement components

• Connect balance sheet segments with income statement impacts

• Understand risks associated with each category

• Recognize important financial ratios & metrics

• Relate key financial concepts and data to planning and managing a bank

• Be prepared for Bank Sim in Year 3!

1

2



5/8/2026

2

The Balance Sheet

Assets = Liabilities + Equity

Newton’s Third Law of Motion

• Physics: Every action has an equal & opposite reaction

• Accounting: Every debit has an equal & opposite credit
• Sum of debits will always equal the sum of credits

• The balance sheet will always balance (Assets = Liabilities + Equity)
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S1Bank
B01 -- Balance Sheet, as of

12/31/29 Start Bank

----------------- For Quarters Ending -----------------------|
|

4
Qtr. | YTD

| 
Average |

Average
|

12/31/29 | 09/30/29 | 06/30/29 | 03/31/29
=============|=============|=============|=============|====================== Assets|=========|=========
31.740|33.729|35.842|38.162|Cash Items|34.9|34.9
8.611|0.000|0.000|0.000|Fed Funds Sold|2.2|2.2

77.392|76.109|75.386|64.843|Securities|73.4|73.4
||||||
|488.791|531.880|564.919|624.280Loans (Net)|552.5|552.5
| 150.465| 162.549| 188.539| 217.663Business|179.8|179.8
| 258.578| 287.899| 293.671| 310.068Real Estate|287.6|287.6
| 84.686| 86.805| 88.415| 102.856Consumer|90.7|90.7
| 0.000| 0.000| 0.000| 0.000Other|0.0|0.0
| -4.937| -5.373| -5.706| -6.306Loan Loss Reserve|-5.6|-5.6
| 15.451| 15.454| 15.458| 15.462Premises|15.5|15.5
| 29.966| 31.534| 32.899| 34.386Other Assets|32.2|32.2 | | | | | |

710.6 | 710.6 | Total Assets |777.133 |724.503 |688.706 |651.952

========= | ========= | === Liabilities and Equity === | ============= | ============= | ============= | =============
623.6 | 623.6 | Total Deposits |671.270 |638.494 |606.605 |578.068

|

128.267|137.812|147.942|158.938|Checking Accounts|143.2|143.2
211.932|220.872|229.933|241.252|Savings Accounts|226.0|226.0
201.721|211.447|223.815|233.944|Retail Time Accounts|217.7|217.7
36.147|36.474|36.804|37.137|Corporate CDs|36.6|36.6

||||||

11.8 | 11.8 | Borrowed Funds | 29.221 |
10.354 | 7.494 | 0.000

0.000|0.000|0.000|0.000|Repurchase Agreements|0.0|0.0
0.000|7.494|10.354|29.221|Fed Funds Purchased|11.8|11.8

0.000|0.000|0.000|0.000|FHLB Borrowing|0.0|0.0
24.426|26.003|27.358|29.017|Other Liabilities|26.7|26.7
0.000|0.000|0.000|0.000|Subordinated Debentures|0.0|0.0

||||||
| 49.458| 48.603| 48.297| 47.625Owners Equity|48.5|48.5
||||||
|651.952|688.706|724.503|777.133Total Liab & Equity|710.6|710.6

=============|=============|=============|=============|========== Ratios (%) ========|=========|=========
4.33|1.78|2.69|-1.20|Net Liquid Assets / Assets|1.78|1.78

84.56|87.68|88.48|93.00|Loans / Deposits|88.59|88.59
90.20|93.29|93.89|98.45|Loans / Core Deposits|94.12|94.12
0.64|0.68|0.65|0.62|Non-Performing Loans / Loans|0.65|0.65
0.29|0.42|0.42|0.38|Charge-offs / Average Loans|0.38|0.38

||||||
88.17|88.28|88.38|88.68|Earning Asset / Total Assets|88.39|88.39
83.12|82.78|83.05|81.60|Core Deposits / Total Assets|82.60|82.60
78.21

0.00

|

|

79.21

1.09

|
|
|

79.98

1.43

|
|
|

81.09

3.76

|
|
|

Int Bear Liab / Total Assets

Borrowed Funds / Total Assets

|
|
|

79.69

1.66

|
|
|

79.69

1.66
0.00|15.42|21.44|61.36|Fed Funds Purch / Tot Capital|24.26|24.26
7.59|7.06|6.67|6.13|Owners Equity / Total Assets|6.82|6.82

Balance Sheet as of 12/31/29 Bank S1 === B01 ===

Exhibit 1 - Bank Assets
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Cash & Cash Equivalents

• Vault Cash

• Correspondent bank 
accounts 

• Reserve cash (at Fed)

• Fed Funds sold

• Securities purchased 
under agreements to 
resell (Repos)

Yields on Earning Assets
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Bank Assets

Investment Securities

• Primarily used for liquidity

• Better yield than cash equivalents

• Yield varies by risk:
• Treasuries

• Agencies (i.e. Fannie and Freddie MBS)

• Municipals – favorable tax treatment

• Other (i.e. FHLB stock)

• Yield varies by duration
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Yields on Earning Assets

Investment Yields by Duration

Increasing yield
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Bank Assets

Loans

• Loan Types:
• Business/ Commercial and Industrial Loans (C&I)

• Real Estate Loans

• Commercial (owner occupied and non-owner occupied) (300%)

• Acquisition Development Construction (100%)

• Consumer

• Consumer Loans

• Other Loans

• Allowance for Credit Losses (contra asset)
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Yields on Earning Assets

US Banks Loan Growth
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SC Banks Loan Growth

SC Banks Loans to Assets Levels

17

18



5/8/2026

10

Yields on Earning Assets

95% earning assets!

Bank Assets
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Bank Liabilities & Equity

Deposits

• Transaction Accounts (Core Deposits)
• Noninterest-bearing or demand deposits

• Interest-bearing

• Savings & Money Market Deposit Accounts

• Time Deposits
• Retail

• Large or Jumbo (>$250,000)

• Brokered deposits (Corporate CDs)

• Must be well capitalized to access

• CDARS & ICS via IntraFi Network
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US Banks Deposit Trends 

Cost of Deposits
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Core Deposits are KING!

• Stability

• Lower funding costs

•Relationship banking

•Cross-selling opportunities

Bank Liabilities & Equity
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Other Liabilities

• Other Interest-Bearing Liabilities:
• Federal Funds Purchased

• Repurchase Agreements

• Discount Window, other Federal Reserve Bank programs

• Federal Home Loan Bank Advances

• Subordinated notes & debentures
• Mezzanine Equity/ Tier 2 capital

Other Borrowings

Federal Reserve (Discount Window)

FHLB

Overnight  90 days

Overnight  30 YEARS
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Subordinated Debt

Subordinated Debt Term: (generally) 10 YRS, fixed rate for 5 YRS, callable after 5 YRS

Cost of Funds 
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Cost of Funds

Paid off! 
Saving 
$1MM in 
interest 
expense

Rate 
decreases 
in MMDAs 
and CDs

Lower cost 
of funds

Yields and Costs

51% increase in yield 

860% increase in cost 
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Bank Liabilities & Equity

Equity

• Stockholders (or Shareholders Equity)
• Common/Preferred Stock + Additional Paid In Capital (APIC) 

• Retained Earnings

• Accumulated Other Comprehensive Income (Loss)

33

34



5/8/2026

18

Equity Composition

Interest Rates/Bond Prices
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Unrealized Gains/Losses Trends

Page 3

B02 -- Income Statement, as of 12/31/29 
Start Bank

| Year to Date |
Bank S1

------------------- For Quarters Ending -------------------
| 12/31/29 | 09/30/29
| 11.043 | 10.371

Securities: Taxable Income |
Securities: Tax-exempt Income |

11.120
18.606
7.724
0.000

2.653
0.932
0.088 Federal Funds Sold

|
| 19.742
| 0.229
| 6.525
| 11.495
| 1.313
| 0.181
| 0.000

|
|
| 5.645
| 0.104
| 1.924
| 3.152
| 0.333
| 0.133
| 0.000

| 0.000 | 0.000
| -0.027 | -0.027

19.742
0.229
6.525
11.495
1.313
0.181
0.000
0.000

-0.027
21.352 | 21.352

Interest Expense 
Checking Accounts 
Savings Accounts 
Retail Time Accounts 
Corporate CDs 
Borrowed Funds
FHLB Borrowing
Subordinated Debentures 

Net Interest on Swaps
Net Interest Income

5.003
0.047
1.601
2.989
0.330
0.036
0.000
0.000

0.000
5.368

4.662
0.042
1.536
2.746
0.327
0.012
0.000
0.000

0.000
5.197

4.433
0.037
1.464
2.608
0.324
0.000
0.000
0.000

0.000
5.416

|
| 10.82810.828

3.428 | 3.428
Service Charges & Other Income 
Loan Loss Provision

2.469
0.909

2.688
0.966

2.934
0.384

|
| 22.634
| 15.337

Operating Expenses 
Salaries and Benefits
Advertising - Promotion || 0.400

| 6.896 Occupancy & Other Op.Expenses |

22.634
15.337
0.400
6.896

6.119 | 6.119 Operating Earnings

| 10.260 |
| 3.468 |
| 4.930 |
| 1.862 |
| 0.000 |

0.527 |
0.256 |
0.000 |

|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|

5.480
3.710
0.100
1.670

1.449

5.429
3.595
0.100
1.735

1.490

5.382
3.528
0.100
1.754

2.584
| |

1.972 | 1.972

Last Four
Quarters | Quarters |

41.122 | 41.122 | Interest Income
37.450 | 37.450 | Loans

11.120 | | Business
18.606 | | Real Estate
7.724 | | Consumer
0.000 | | Other 

2.653 | |
0.932 | |
0.088 | |

|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|

Gains/Losses on Asset Sales

| 5.371
|
| 2.737
| 1.169
|
| 6.343
| 4.505

0.100
1.738

| 0.596
|
| 0.000 | -0.002 0.000

| 06/30/29 | 03/31/29
| 9.859 | 9.849

9.452 | 8.904 | 8.834
2.865 | 2.395 | 2.392
4.784 | 4.566 | 4.326
1.803 | 1.944 | 2.115
0.000 | 0.000 | 0.000

0.662 | 0.732 | 0.732
0.256 | 0.210 | 0.210
0.001 | 0.013 | 0.074

| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |

1.973
2.622 | 2.622 | Income Taxes | 0.135 | 0.441 | 0.471 | 1.575

============ | ============ | ================================ | ============ | ============ | ============ | ============
5.468 | 5.468 | Net Income | 0.461 | 1.006 | 1.019 | 2.982
2.734 | 2.734 | Earnings Per Share | 0.230 | 0.503 | 0.509 | 1.491

============ | ============ | ================================ | ============ | ============ | ============ | ============

Spread |
Net Interest Inc/Earning Assets |
Efficiency Ratio |

|
Net Interest Inc/Total Assets |
Operating Expense/Total Assets |
Net Non-Int Exp/Total Assets |
Operating Earning/Total Assets |

|

6.55
3.49
3.06
3.40

70.33

3.00
3.19
1.66
0.86

0.77
11.28

|
|
|
|
|
|
|
|
|
|
|
|
|

6.55
3.49
3.06
3.40

70.33

3.00
3.19
1.66
0.86

0.77
11.28

| Interest Income/Earning Assets |
| Interest Expense/Int-bear Liab |
|
|
|
|
|
|
|
|
|
|
|

Net Income/Total Assets 
Net Income/Owners Equity

|
|

6.70
3.76
2.93
3.26

78.23

2.88
3.40
1.93
0.32

0.25
3.87

|
|
|
|
|
|
|
|
|
|
|
|
|

6.69
3.58
3.11
3.46

69.91

3.06
3.12
1.71
0.82

0.57
8.33

|
|
|
|
|
|
|
|
|
|
|
|
|

6.67
3.53
3.14
3.52

68.86

3.10
3.24
1.64
0.89

0.61
8.39

|
|
|
|
|
|
|
|
|
|
|
|
|

7.03
3.59
3.44
3.86

64.45

3.41
3.39
1.54
1.63

1.88
24.12

Income Statement as of 12/31/29 Bank S1 === B02 ===
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Interest Income & Expense

Net Interest Income

• Interest Income
• Sum of interest earned on “Earning Assets”

• Distinction for taxable and tax-exempt interest

• Interest Expense
• Sum of interest paid on “Interest Bearing Liabilities”

• Cost of Funds

• Net Interest Income
• Primary component of a bank’s income statement

• Crucial in determining bank profitability

• Demonstrates interest rate risk management
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Asset Mix Comparison

Increased income!

Liability Mix Comparison

Lower expense!
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Rate Volume Table

Increase in income more due to volume

Increase in expense more due to rate

Net Interest Income

Drastic changes in Interest Income & Interest Expense, but modest 
increase in Net Interest Income!!
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Noninterest Income & Expense

Non-Interest Income/Expense

• Noninterest (Other) Income
• Fees, Commissions, other products (i.e. investments, insurance)

• Gains on Sale of assets (i.e. mortgage loans, investments, etc.)

• Larger share of income statement for larger banks

• Noninterest (Overhead) Expense
• Personnel

• Occupancy/Equipment

• Software/Data Processing

• “Other”
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Non-Interest Income

Non-Interest Expense
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Analyzing Performance

• Ratio analysis provides method to compare performance over 

time & relative to peers

• Fundamental tradeoff between bank profitability and risk

• A bank with above average profits takes on above average risk 
or realizes a competitive advantage in a product or service

• Different-sized banks exhibit different profitability and risk
profiles because they serve different types of customers and
operate in different geographic markets

• Peer data is publicly available (i.e. S&P, UPBR, others)

Net Interest Margin

• Net Interest Margin = NII (Net Interest Income)/ Earning Assets
• NIM is single largest variable affecting profitability

• Smaller banks generally have larger NIMs

• Earning Assets measures fraction of assets which produce income

• Good = > 3.50%
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Quarterly NIMs

Mix Shift

• Higher Loans to Deposits ratios are pressuring 
funding cost expectations

• Alternative (MMF, USTs) are gaining market share
• Continued NIM pressure expected
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Net Interest Margin

Aggregate Profitability Ratios

• Return on Equity (ROE) = Net Income/ Stockholders’ Equity
• Great = 8-12%

• Return on Assets (ROA) = Net Income/ Total Assets
• Great = .85% – 1.25%

• Efficiency Ratio (OH) = noninterest expense / (net interest income + 
noninterest income)
• Larger banks generally have smaller efficiency ratios that small banks

• Great = < 60%
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Profitability Ratios

Best Community Banks of 2025 (<$10B)
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SC Banks Performance Metrics - ROA

SC Banks Performance Metrics - NIM
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Liquidity Risk

• Liquidity = ease of converting assets to cash

• Cash & Cash Equivalents

• Sale of securities
• Must be “available-for-sale”

• Unrealized loss position = illiquid

• Ladder strategy

• Availability/Access to Borrowings
• Fed Funds / Discount Window

• FHLB borrowings

• Sub Debt

Interest Rate Risk

• Variation in Net Interest Income caused by changes in market rates
• “Rate sensitive” assets and liabilities reprice with rate changes

• Impact is not equal

• GAP analysis measures $ difference between rate sensitive assets & 
rate sensitive liabilities
• <90 days, 3-6 mos, 6-12 mos, 1-3 years, 3-5 years, >5 years

• Greater the difference = greater risk

• Asset Liability Modeling used for analysis
• “Rate Shocks” demonstrate changes in Net Interest Income and Equity

• Interest rate changes also cause changes in asset prices
• i.e. Unrealized losses in Bond portfolio in rising rate environment
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Rate Shock Scenarios

Asset Quality Ratios

• Credit Risk = risk of default 

• Different asset types carry different credit risk
• Securities (external credit ratings)

• Loans (internal credit ratings) 

• Measures of credit risk:
• Loan-to-asset and loan-to-deposit ratios

• Asset Quality ratios:

• Net charge offs to total loans ratio 

• Non-accrual and past due loans to total loans ratio

• Allowance to total loans ratio 
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Asset Quality Ratios

Asset Quality Trends
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US Banks Allowance Levels 

SC Banks Allowance Levels
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Capital Risk

• Capital measures the overall solvency risk of a bank
• Capital is a “buffer” or safety margin to absorb losses

• Sources of capital risk (potential losses):
• High credit risk* = loan charge-offs, losses

• High interest rate risk = diminished earnings

• High liquidity risk = sell unfavorable assets or pay premium for borrowings

• Minimum Capital Ratios are established by bank regulators

Revisit Objectives

• Better understand balance sheet and income statement components

• Connect balance sheet segments with income statement impacts

• Understand risks associated with each category

• Recognize important financial ratios & metrics

• Relate key financial concepts and data to planning and managing a bank

• Be prepared for Bank Sim in Year 3!
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