Bank Management Financial Analysis Templates

Computer Spreadsheets for Bank Management, 5" Edition
Timothy W. Koch and S. Scott MacDonald

.  PURPOSE OF THE FINANCIAL SPREADSHEET
TEMPLATES

One of the biggest hurdles in teaching financial statement analysisis that realistic case problems often
require significant amounts of tedious computation time. A typical caseinvolves “spreading” the
firm’sfinancia statements, calculating a series of financial ratios, and a funds flow or cash based
income statement using several years of historical data. Then, severa more years of pro forma
statements are generated.

If al of these computations are performed by hand, or even with the help of a calculator, so much
timeis consumed that students often feel that the accounting mechanics are more important than the
financia analysis. Moreover, from a practical standpoint, there is so much computational work
involved in sengitivity (what if?) analysis that pedagogically it is more frequently talked about than
actually performed. The computerized spreadsheets described in this section are designed to help the
student and instructor overcome these obstacles.

In order to facilitate the spreading of financial statements and the calculation of key financial ratios
and other important measures, many of the cases and examples used in the text have been modeled
using Excel’. In aclassroom or microcomputer lab setting, these templates require only a
rudimentary knowledge of spreadsheets, yet offer tremendous power in building financial statements
and in performing awide variety of sensitivity analyses. With these ssimple but sophisticated
templates, the students’ time is consumed in analysis rather than arithmetic. Furthermore, accuracy is
vastly improved over hand calculations. During a semester, students are able to analyze more cases
in greater depth than would otherwise be possible.

These computerized spreadsheets are contained in CD ROM available with the Instructor’ s Manual.
The spreadsheets templates are copyrighted. Running the programs requires a PC, Windows 98 or
above and Microsoft Excel, Office 2000 or above, sold separately.

In addition to the generic “templates,” other templates are provided which model certain examples
from the text book. Case specific templates and data are also provided with the Dryden Case Series
(http://mww.dryden.com/finance/fincase/). The generic templates provided allow the user to perform
six types of analysis for any firm: 1) bank performance analysis and evauation, 2) bank funding-GAP
analysis, 3) bank duration gap analysis, 4) risk-based capital calculations, 5) credit analysis, and 6)
bank customer profitability analysis for abank. Each template is designed to model awide variety of

! The templates are in Microsoft Office 2002 format. These templates will work in both Office 2000 and Office 2002. Excel isa
registered trademark of Microsoft Corporation.
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stuations while maintaining smplicity in the data entry phase. Linking account values through
equations where possible, rather than by numeric values, allows sophisticated sensitivity analysesto
be performed in a matter of seconds.

The remainder of this section is organized as follows. Section Il describes what is required to run
the templates and how to get started. Section 111 is an outline of the loading and saving of the
spreadsheet templates. Section IV details features common to al of the templates. Section V
explains how to run the credit analysis template (!CREDITS5), Section VI examines the Bank
Performance analysis templates ('BANKD5), Section V11 describes the use of the duration GAP
template (I DURGAPS), Section VIII describes the funding-GAP analysis template (FUNDGAPS),
Section IX examines the risk-based capital calculation template ('RBC5), Section X examines the
customer profitability worksheet (!CUSTPRO5), and Section XI gives the solution to the Southwest
Trading Company problem (SWtrad2002.xIs). Experienced spreadsheet users may want to skip
Section |11, while Sections V - XI may be read in any order.

. GETTING STARTED

A. Hardware and Software Requirements

To use the Bank Management Financial Analysis Templates (frequently called spreadsheets or
worksheets) the following are required:

1. An PC running Microsoft Windows 98 or above and MS Excel Office 2000 or above,
2. CD ROM drive.

B. Installing the Bank Management Excel Templates:

Upgrading From Previous Version of the Bank Management Templates.

Many of the spreadsheets included with the current version of the Bank Management Templates
have been updated from previous versions. 'Y ou should keep the old templates and cases
separate from the new ones since features have been added to the new version of the templates.
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lll.  Loading and Using the Bank Management Template Files

Opening Files Using Microsoft's Excel

X Microsoft Excel
” Flle Edit Wiew Insert Format Tools Data Window Help

| O pew.. ol [ oo (R E A 4G P[] - [ @] 2= prompt |
Een... Ctri+O |§§§‘$ %, @ £§i§|7,&,£,A- A'|
Close
- |
= = Ctrl+s
Save 4s...

Save as HTML...
Save Workspace. ..

Page Setup...
Print Area 4
@ Print Preyview
& print.., Ctrl+P
Create Adabe POF...

Send To >
Properties

1 FASWGSE...\SWGSE Records. xls
2 .. \SWGESE Students & supervis...
2 ...\Registrants for 108th ABD (...
4 F\SWGSBYSWG. .. \SWESE 99,5
5 ...\SWGSB Faculty Data Base.xls
& \WINDOWS\TEMP\Budgetos s
7 ..\1999 Alumin program registr...
& VWEBSHAREVWWW, . \BLANK x5
3 \WEBSHAREVWW, .. \Sterling. wkd

| et jomd4|o-L-a-==2ug

Ready I [ NoM[
Open 2] x|
Look in: IIEI ) j @lll 18] | & EI
MHame | Size | Type | ] Open
= | I

23 Dmi Folder

33 Eapi Folder gy Cancel |
(1 FrontPage Wehs Folder 6
(3 Internet Explorer 4.01 SP1 Setup Falder By Advanced. .. |
(2 Mcafee Folder 6y
(3 Msinput Falder &y
3 Multirnedia Files Folder &y
My Documents Briefcase oy
= Plugplay Folder B¢
(3 Powerpnt Falder &
(3 Program Files Folder By
Sas Falder g,z
4 | b

Find files that match these search criteria:

File name: I j Text or property: I 'l Eind MNow |
Files of type: IMicrosoft Excel Files {*.xl*; *.xls; "j Last modified: Iany time vl New Search |

|3 file(s) found.

Note: If you save thefile with the same name asthe original Bank Management Templates
files, you will destroy thesetemplates. Be sureto savethefile with a different name and/or to
adifferent location. Each of the templates (names starting with an *!” areread only files.)

V. USING THE BANK MANAGEMENT TEMPLATES

There are basically three types of spreadsheet on the CD ROM. Thefirst type are spreadsheets or
“templates’ that contain formulas and descriptive titles but no data. These blank templates must be
setup specifically for the problem to be analyzed. All of the templates are located on the CD-ROM
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in the Templates Directory. The second type of spreadsheet is one that contains case data entered
into one of the blank templates. This second typeis provided to make the process of analyzing and
evaluating case datain Bank Management less time consuming. These spreadsheets were created
using the blank templates, and then the actual case datawas entered. All the features available in the
blank templates are available in the spreadsheets contain actual case data. All of the data spreadsheet
cases are contained on the CD-ROM in the Templates Data Directory. A third type of spreadsheet
contains worksheets for specific exhibits from the Bank Management textbook.

Templates Directory:

File Description Contain
Macros
Thisisablank template or spreadsheet used for analyzing bank
'BANKS.Xls performance (follows Chapter 3) Yes
Thisisablank template or spreadsheet used to funding GAP using
IFUNDGAPS.XIs  various “time buckets’ and to rate sengitivity examples (follows No

Chapter 8).
Thisis ablank template or spreadsheet used to calculate the

IDURGAP5.xIs duration of individual assets and liabilities as well as bank’s duration Yes
Gap (follows Chapter 9).

Thisisablank template or spreadsheet used to analyze abank’s
IRBC5.xIs compliance with the new Risk-Based Capital requirements (follows No
Chapter 13).

Thisisablank template or spreadsheet used for analyzing credit
ICREDITS.Xs request (follows Chapter 16).

Thisisablank spreadsheet used to analyze customer profitability
ICUSTPRO5Xls and/or account analysis (follows Chapter 18). No

Yes

All of the “blank” templates have a name that startswith “!”. All of the blank templates are on the
CD-ROM in the Templates Directory.

The second type of spreadsheets are either examples from Exhibits in the textbook or are created by
using the templates and entering case data.
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Case Data — Templates Data Directory:

Contai
File Description n
Macros
ABC-rate-sendtive-report-exh 8-7.xIs  Exhibit 8.7, Chapter 8. No
. Spreadsheet containing data for the Credit and
Credit Cycledxs Operating Cycle exhibit from Chapter 15, No
Spreadsheet containing data for the Customer
) Profitability and Loan Pricing example
Cust Prof - Banken Indxls presented in Chapter 18, Exhibit 18.3 (using No
the CUSTPRO5.xIs template).

y _ Duration Gap Example from Chapter 9
DGAP-exh9-1.xls Exhibits9.1-9.3. Yes
Exhibit 8-5_Synovus bank.xls Exhibit 8.5, chapter 8 No
GAP Exh-8-3xls Exhibit 8.3, GAP example from Exhibit 8.3, No

- Chapter 8
GAP Exh-8-3xls Exhibit 8.3, GAP example from Exhibit 8.3, No
- Chapter 8

Exhibit 8.11 from Chapter 8. Income

Inc_state GAP-Exh-8-11.xls Statement GAP. No
Spreadsheet containing PNC Bank used in

PNC2001.xIs Chapter 3 of the text. This spreadsheet Yes
contains data using the !bank5.xls templ ate.
Risk-Based Capita Example for Regional

RBC — Regiona Nat Bank National Bank (RNB) from Chapter 13 No
Exhibit 13.2.
Spreadsheet containing data for the required

Req_res worksheet.xIs reserves exhibit from Chapter 14 of the No
textbook.

Sec_swapss.xls Security swaps (tax purposes) exhibit 20.11 NoO
from chapter 20.
Spreadsheet containing data for the Southwest
Trading Company Problem at the back of

SWirad2002.xls Chapter 16. This template is specifically No
designed for this problem.
Spreadsheet containing data for Wades Office
Furniture case, credit case example from the

WADESS.Xls textbook, Chapter 16 (created using the ves
ICREDITS template).
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A. Spreadsheet Layout and Macros

The basic layout of thetemplatesissimilar. Wewill use  ppmmyees
the WADES5.xIsfile as our example. Whenyou retrieve  Teveismaemamemrense o e
thefile “WADES5,” you will observe that the Excel s 1 i el o b e,

warning screen appears indicating that the file contains o o e e e e Tolive More
macros. To use the files as designed, you must 1.) be

sure that macro security is set to “medium” and 2.) preSS = ahvaye sk bofre apering workesoks witn macros

the “enable Macros’ button. To set macro security to e | [ e | [ oo
“medium” go to “Tools, Macro, Security” and select the
“Medium” button. We encourage you to use a virus protection program. Aswe al know, even
though we have done all we can to reduce the possibility of the templates containing a virus, we can
not guarantee they do not. Not al of the files contain macros. The list above indicates which files
should contain macros.

EEile Edit Wiew Insert Format | Took Data Window Hely = -1
DEREBRY | & BI1Y = A EY Y IR
. brial =10 )fm]  Amcarest. LB, WEET- A
B. Unprotecting the wor ksheet = ST B L
IE] © Share Workbook... ¢ [ H 0 [ o T k [ L [ =
| 2 | Wades Office Funiture 12+ chenees "hcaLq | [-HISTORICAL | [F[HISTORICAL
o - [¥EraE WaridaEsks, . o o ammm o g
. | 3| Unaudited: , Sic #2522 = - of 1988 %
In order to reduce potential errors, 4 | INCOME STATEMEN sl tal | % Cha $1000 To
. . 6 | Net sales Goal ek e 0% 819% 12430 100
certain cells in the Bank Management [52] cost o goorts soi e e ko soom 055 e
. g |8 | ross profit Auditng vB2 s28%| 11.2%_2760 33.7%| 513% 4,175 32
Templ ates were des gned SO asnot to be 110 | seliing expenses Sl he  120%| 132% 1026 125%| 567% 1628 12
: |11 | Management salaries Macra vl 00w #A 0 00%| #A 0oC
Changaj- Th% Cd | S are I n bl a:k- Tha’e | 12 | General & administrative ex|  addns... 19 13.5% 188% 1,211 148%| 395% 1683 15
H | 13 | Research and development| e ciomize.., 0 00%| #hdA 0 00%| #NA o C
isnormal Iy Nno reason to Change these | 14 | Depreciation & amortization | gptons.. PO 09w  14% 71 D9w| 28% 73 C
. . . |18 | Otner operating expenses | yoad |0 00w s 0 00%| #na 0oC
Cd |S [nce they contan for mul as Wh| Ch | 18] Total operating expenses = T =95 26.4%| 157%_2308  28.2%| 469% 3,390 27
. . [18] Operating profi #y/A 487 64%| 7% 4527 55%| 7% 785 6
will Change the Val ue mown asvarious | 20| Interest on marketable securities H#NA 0 00%| #wa 0 00%| #A 0oc
1 [ 21 | Income on long term investments H#NIA 0 00%| #NhdA 0 00%| #NiA& o C
data are Changed Certal n Cel IS! &'ICh aS [ 22 | Interest expense - Bank MNotes H#NIA 141 19%| -156% 119 15% 319% 157 1v
th nt tltl m n t 1414 [» TvifIncome { Balance # Ratios 4 Cashilow £ Proforma / 14 Ll
ea:_(:ou . 67 ay wj Obe ”mev%G‘Anghaues'\\DO4‘&-#-1%_-5?3.@‘
modified dightly for a given problem. Ready i~ mml

We discourage you from writing over protected cells. Changing the value in a protected cell can
make changes throughout the spreadsheet and cause the data to be inaccurate. Do not change a
value in a protected cell, unless you are certain you know what impact it will have. We can not be
responsible for any problems this creates. To unprotect the spreadsheet, use the Tools, Protection,
Unprotect Sheet... command.

War ning: Some changes can affect theintegrity of the formulas and calculationsin the
Spreadshest.

C. Building Custom Spreadsheets from the !CREDI TS5, |BANKY5, and 'DURGAPS5,
Templates

The !CREDITS5, |BANKS5 and 'DURGAPS5 templates (spreadsheets) must be “built” to your
specifications. The first time you load (retrieve) the |CREDITS, BANKS and |DURGAPS
spreadsheets, you will be asked a series of questions. These questions will include such items as: 1)
The name of the company; 2) The total number of historical periods; 3) The total number of pro
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forma periods; and 4) the scaling factor (for display purposes only); i.e., $1, $1,000 or $1,000,000.
The following section describes

the general types of questions Enter the following data to create the spreadsheet template
common to the 'CREDI TS5,
IBANKS5 and | DURGAP5S Enter the company name Enter the bank name here
temp| ates: Total number of historical periods 1
Total number of proforma periods 1
1. Total number First year of data 1999
. . . -
of historical periods: Scale ($1, $1000, etc) $1,000

Enter the bank name and the number of periods to create the

Create T lat template. You must hit "Enter"” after you type each variable
rE]r;er thale tOtaI gumber Of t reale Temprate before you "Create Template”
Istorical periods you want.
For example, you want a
spreadsheet for two years; you would enter two (2).

Warning: Thetotal number of historical and pro forma periodsislimited by the available
memory of your computer.

2. Total number of pro forma periods?

Y ou must enter at least one (1) even if you do not need pro forma. Enter the total number of pro
forma periods.

3. First year (example 2001)?

Enter the first year of data you will be entering; e.g., 2001. Thisisfor display purposes only and
does not affect spreadsheet values.

4. Scaling factor (1/1000/1,000,000)?

Thisvaueisfor display purposesonly. If valuesarein $1'senter 1. For valuesin $1,000 enter
1000, etc.

After entering al of the data, press the { Create Template} button and the program will begin
building the spreadsheet. This could take several minutesif you request more than afew periods.
After the macro has completed building the spreadsheet, you will be in regular Excel mode.

Once you have entered data, you should save the spreadsheet with a DIFFERENT NAME. [f
you save the spreadsheet with the same name asthe blank template, you will erase the blank
template and be unableto create anymor e custom spreadsheets. ALWAYSKEEP A
BACKUP OF THE ORIGINAL FILES.
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D. Adding Additional Periods Macro (Ctrl M)

After you have built the spreadsheet, you might find you want to add historical periods or pro forma
periods. YOU SHOULD ALWAYSUSE THE PROGRAM TO ADD PERIODS. If you copy,
using the copy command, the program
will not know how many historical and/or
pro forma periods are currently in the Number of historical periods TO ADD 1
spreadsheet Thiswill make the Number of proforma periods TO ADD 1

Operatl on Of the programs unpl’edl Ctabl €. Add Periods Enter the number of historical and proforma periods to ADD and

Enter the following data to add periods to the spreadsheet

click "Add Periods."

To add addition historical or pro forma
periods, use the How_many more macro. To access the macro use the Ctrl M keys.

Number of historical periods to add?
Enter the number of historical periods you want to add to the spreadsheet and press {Enter}.

Number of pro forma periods to add?
Enter the number of pro forma periods you want to add to the spreadsheet and press {Enter}.

After entering al of the data, press the { Add Periods} button and the spreadsheet will add the
appropriate periods.

V. USING THE CREDIT ANALYSIS TEMPLATE:
ICREDITS5.xls

The Credit Analysis Template (!CREDITS5) is a Excel spreadsheet designed to aid in the evaluation
of the financial performance of a non-bank firm, assisting the user in developing historical and pro
forma financial statements and ratios. Specificaly, the user may input balance sheet and income
statement data for any number of historical years, as well as key parameters relating to future
performance. With this information, the template completes the historical balance sheets and income
statements, and then generates cash based income statement and key financial ratios. Using past
performance, and parameters specified by the user, it then builds a pro forma balance sheet, income
statement, cash based income statement and financial ratios for any number of future years.

A. Starting the Credit Analysis Template: 'CREDITS5.

The Credit Analysis Template resides on the Bank Management CD ROM, with the name
“ICREDITS.XLS.”
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B. Building the ICREDIT5 Template.

Asdiscussed in Section V, you must first “build” the '\CREDITS template. The spreadsheet or
template must be “setup” for the specific case for which you are attempting to analyze. Y ou will be
prompted to enter: 1) the total number of historical periods of balance sheet and income statement
data which you wish to input 2) the total number of pro forma periods, 3) the first year of data and
4) the scaling factor. Respond by typing any number greater than zero. Move from item to item by
using the {Enter} key. Hit the {Create Template} button when you have finished filling out the
form. See Section IV for a detailed description of each of these questions.

C. Entering Historical Data in the !|CREDIT5 Template

Datain the '\CREDIT5 template is divided into five (5) sheets or tabs. Looking at the bottom of the
spreadsheet you will see an: Income, Balance, Ratios, Cashflow, and Proforma sheet. Historical
datawill be entered in the Income and Balance sheets. The Income sheet contains income statement
data and the Balance sheet contains balance sheet information. The Ratios and Cashflow sheets
will be automatically calculated based on data entered in the Income, Balance and Profor ma sheets.
Moving from left to right, the financial statements consist of three columns for each period: 1)

“% Cha’—the percent increase (or decrease) in the dollar value of the account from the previous
period, 2) “$1(,000,000)"—the scaled average dollar value of the account and 3) “% of Total”’—
percent of total assets for balance sheet items and percent of total interest income plus total non-
interest income for each income statement account.

4B cC o E F G H | J K L I 0

Moveto theflrSt entry n theflrﬁ 2 Wades Office Furniture [FHISTORICAL-] | [F[HISTORICAL-] | [FHISTORICAL | [~PR¢
. R . 3 Unaudited: , SIC #2522 1999 % of 2000 % of 2001 % of

h| ﬂoncal year , 1IN the | ncome 4 INCOME STATEMENT % Cha $1,000 Total | % Cha $1,000 Total | % Cha $ 1,000 Total | % Cha
. . 6 | Net sales wva [Za71]1000% 8.10% 8184 100.0%| 51.88% 12430 100.0%| 20.00%

Sheet, cell F6. Notice that this 7 | Cost of goods sold #NA  BOBS 67.2%| 658% 5424 B6.3%| 5219% 8955  BEA%| 22.87%

. . 8 Gross proft #NiA 2482 92.8%| 11.20%_ 2760 33.7%| 51.27% 4175 336%| 14.33%

cell isblue. Any blue cell in the 10 Selling expenses #NiA 908 12.0%| 19.258% 1026 12.5%| 58.67% 1628 13.1%| 19.11%
; H 11 Management salaries #hia 0 00% 000% 0 00% 000% 0 00% 000%

spr eadsheet indicates that the 12 General & administrative expenses | #Nia 135%| 1884% 1211 148%[ 3947% 1683 136% 7.74%

1.019
0

1 1 1 13 | Research and development expenses| #MA 0.0%| 0.00% 1} 0.0%| 0.00% 0 00%| 0.00%
U%r may enter I nfor ma‘tl On Into 14 H#NA 70 0.9%| 143% 7 0.9% 282% 73 06%| 50.668%

Depreciation & amortization

15 Other operating expenses #hia 0 00% 000% 0 00% 000% 0 00% 000%

that cell. If you attempt to enter 16 Total operating expenses #NiA 1,995 264%| 1569% 2308 28.2%| 46.88% 3390  273%| 14.12%

data into a b| &k Ce” Excel will 18| Operating profit #NA 487 64%)| -7.19% 452 55%| 7367%_ 75 6.9%| 15.20%

1 T !

« " . 20 Interest on marketable securities #hia 0 00% 000% 0 00% 000% 0 00% 000%

beep and prompt with 21 Income on long term investments #NA 0 00%| 000% 0 00% 000% 0 00%| 000%

« " . 22 | Interest expense - Bank Notes #NA 141 19%|-1560% 119 1.5%| 31.93% 157 1.3%|-35.62%
Protected cdll” to which you 23 Interest expense - Term notes +LTD | #hiA 0 00%| 0.00% 0 00w o000% 0 00%| #NA

. 24 | Al other expenses #hia 63 08%| 3651%  BE  11%| 1744% 101 08%| B891%

must req:)ond by pr ng 25 | Al gther incoma A 0D 00% 000% 0 00%| o00% 0D 00% 000%

. 26 Total Al Other Income (Expenses) | #NA _ (204) -2.7%| 049%_ (205) -2.5%| 2585% _ (58) -2.1%| 14.76%

{Enter} Proceed by enterl ng the 28 Proft pefore taxes #NA 283 37%|-1272%__ 247 30%|11336% _ 827 4.2%| 15.41%

firm's historical balance sheet and 30 mcome tases #A 100 13%| -500% 95 12%| 9789% 188 15%| 15.48%

. ) 31 Bxtraorcinary and other income (exa.)| #N/A 0 00% 000% 0 00% 000% 0 00% 0.00%

income statement data into the 32 Netincome HN/A 183 24%) -16.9% _ 152 19%| 123.0%_ 339 2.7% 14.8%
- - - W 4 M Income/ Baarce / Ratios / Cashflow  Proforma / [«]

highlighted cell in column F.

A note about protected cells: the spreadsheets contain formulasthat are quite complex.
Many formulas depend on other formulas, that iswhy some cells must be protected. If you
writeor enter datainto a protected cell, the integrating of the spreadsheet may bein question.

Asyou enter this data you will note that total figures, such as “Gross Profit,” need not be entered.
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Proceed to the Proforma sheet section near the middle of the worksheet. Y ou must supply
information for the values. 1) credit salesto net sales (row 9), and 2) dollar amount of that year's
lease payments (row 25). The cash based income statement, for years beyond the first, and financia
ratios should now be current.

Several comments about the worksheet are in order. Some of the growth rates, or “% Cha’” rates,
may appear as “NA” when the actual rate of growth was “undefined,” as would be the case if the
previous year’s dollar amount were zero. In some instances, a cell will display an error value,
normally the result of adivison by zero. Thistypically occursin the calculation of financial ratios
when the denominator is zero and is not necessarily an indication that your numbers or the
spreadsheet are in error. Also remember that in the historical years you must ensure that the balance
sheet balances and that retained earnings on the balance sheet increases by the amount of retained
earnings calculated from the income statement. If after entering the data you find an inconsistency,
then either your input or the source of the dataisin error. Note that occasionally account totals
displayed will not sum due to rounding.

If you are uncertain of how an amount was calculated on the worksheet, place the cursor on that cell
and read the formula displayed at the top left of the screen. For instance, if you wanted to know
how the quick ratio in cell F10 on the Ratios sheet was calculated, place the cursor in that cell. The
first status line displays the cell’ s formula

=IF(Balance! F39=0,NA(),(Balance! F8+Balance! F9+Balance! F10)/Balance! F39)

Thisformulais designed to make the spreadsheet look professional. If cell Balance! F39 is zero, we
would get an error in the quick ratio. The formula checks for a zero balance, if so it places NA in
the cell, otherwise the value is (Balance! F8+ Balance! F9+Balance! F10)/Balance! F39. The
Balance! Indicates which sheet the cell islocated on. Inthis case, Cell F8 is Cash for that year, F9 is
Marketable securities, F10 is Accounts Receivable, and F39 is Total Current Liabilities.

D. Entering Pro forma Data in the !CREDITS5 Template

/B C o] L Mo N 0 P | a R
2 Wades Office Furniture [-HISTORICAL-J-PRO FORMA-J[-PRO FOR
3 Unaudited: , SIC #2522 2001 2002 2003
4 ERAMETERS FOR PRO FORﬂﬁl $ 1,000 $ 1,000 $ 1,000
. . 6 INCOME STATEMENT
Click on the Profor ma sheet section of ; S/alefsSth'owth Rate 51.88% 20.00% 20.00%
% of Sales:
the Excel Spreadsheet Note that for 9 Credi sales 100 00% 100.00% 100.00%
. . . 10 Cost of goods sald 66.41% 68.00% 68.00%
the historical years, the listed 11 Seling expenses 13.10% 13.00% 13.00%
12 General & admin. expense 13.59% 12.20% 12.20%
parameters are calculated from the 13 Growth Rates
H H 14 hWanagement & admin. salaries 0.00% 0.00% 0.00%
mtual hl gorl Cal data- I n the pro forrna 15 Research and development expense 0.00% 0.00% 0.00%
16 Other operating expenses 0.00% 0.00% 0.00%
yearS! however’ the% parameters mUSt 17 All other expenses 1T 4409 $110 $135
%r ma 18 All other income 0.00% 0.00% 0.00%
be enteraj by the u ) The pro for 19 Rate of return on long-term invests 0.00% 0.00% 0.00%
pal’ameters dl’lve the Val UeS Of the 21 $ amount of depreciation 73 110 110
H H Extracrdinary and other income
balance sheet, income statement, ratioS ., (o) gromih rate) 0.00% 0.00% 0.00%
23 Tax rate 3567% 36.00% 36.00%
and Cag‘] ﬂOW mcounts‘ 24 Dividend payout ratio 0.00% 0.00% 0.00%
25 Lease payments $325 $ 325 $ 325
27  BALANCE SHEET
28 Minirnim cashy / Annnal Net sales 0 58% $120 $120
M4 M Ireome f Baarce f Ratios / Cashfiow ), Proforma /
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Note that infor mation on the Proform sheet tab below the PARAMETER FOR PRO FORMA
sections (approximately row 73) are programming instructions for the template and should be
ignored, but not erased, by the user.

@ Unless you manually input the value of a parameter, the program will assumethat the
pro-forma parameters are the same asthose calculated or input for the previous
period. If you manually input a parameter value, all future values of that parameter
will be changed to that amount, after pressing {F9}.

E. How Account Values Are Calculated

There are two basic types of assumptions used to calculate the pro forma balance sheets and income
statements. The first type are formulas that involve turnover rates and the second type are formulas
that use a growth rate from one year to the next or a percentage of current year sales. All pro forma
parameters are entered in the Profor ma sheet. Values for the pro forma balance sheet and income
statement are calculated using the same basic assumptions discussed in the text. Vaues such as
Accounts receivable, inventory, accruals and accounts payables use either a Days Outstanding or
Turnover Times type assumption such as:

Accounts Receivable; = Days Accounts Rec x Average Daily Sales or
Inventory; = COGS: / Inventory turnover times.

The values that are bold, italic and underlined are the parameters entered in the PARAMETERS
FOR PRO-FORMA section. Some values use a growth rate assumption; e.g., prepaid expenses,
other current assets, intangible assets, deferred tax liability, etc. These values are calculated as:

Prepaid expenses; = Prepaid expenses.; X growth rate on prepaid expenses.

Many of the income statement expense values use a percentage of sales assumption; e.g., COGS,
selling expenses, etc. These values are calculated using the following general method:

COGS = COGS x COGS asa % of sales.

A few values require a dollar amount to be entered, such as depreciation:

Depreciation, = $ amount of depreciation

Many values of the balance sheet and income statement can be entered directly into the spreadsheet
aswell. If, for example, “Gross Fixed Assets’ for the first pro forma year is assumed to be $1,000,
you would go to the cell containing the first pro forma value for “Gross Fixed Assets,” row 17 inthe
balance sheet, and enter the value. Thisvaue will overwrite the formula for Gross Fixed Assets for
that year only. Vaues can be entered for other years or you can use a growth rate parameter for
other pro forma years.
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There are two possible assumptions available on “ Gross Fixed Assets.” Thefirstisto usea
“Replacement Assumption.” This makes the assumption that Gross Fixed Assets will increase by the
amount of depreciation, from the income statement for that year. This method assumes that the
company simply replaces the fixed assets that wear out. To select the “ Replacement Assumption” be
sure that the you have entered a“1” in the Replace Assumption cell, row 16 in the Profor ma sheet,
just above the growth rate for Gross Fixed Assets, row 17. If you have entered a“1” in the
Replacement Assumption cell, the growth rate on Gross Fixed Assets has no effect on the model.
The Replacement Assumption will continue until it is changed at alater pro forma period. If you
want to enter a given amount of Capital Expenditures in the first pro forma year and then use the
Replacement Assumption, just enter the dollar amount of Gross Fixed Assets for the first pro forma
year. The Replacement Assumption is the default and will be used for subsequent years.

F. A Note on the Balance Sheet Account “Plug” Figures

Two additional values from the balance sheet for pro forma years need explanation. In order to
guarantee that the pro forma statements exhibit internal consistency, assets must equal liability plus
equities. Normally this equality is accomplished by alowing the computer to determine the value of
one or more “plug” accounts. In the !CREDITS template, both M arketable securities and Notes
payable-bank are plug figures. If the firm generates cash in excess of the amount required, the
program assumes that Notes Payable - Bank are reduced, with any remaining funds being invested
in Marketable securities. If the firm generates insufficient cash flow, the program assumes that
Marketable securities be liquidated with additional funds borrowed short-term if necessary. Thus,
for any year, either Marketable Securities or Notes Payable - Bank will be zero.

Do not enter data (for the pro forma periods) in the two accounts: Marketable securities and
Notes payable - bank in rows 9 and 32 (on the balance sheet tab) respectively. These two
account values are used as accounting plug figures to insure the balance sheet balances in the pro
forma periods. You may, however, enter values into these accounts for the historical periods.

G. Additional Program Features

_¥B C D| K L Ml N [o] P Q R
2 Wades Office Furniture [-HISTORICAL-[-PRO FORMA-J[-PRC FOR
3 | Unaudited: , SIC #2522 2001 2002 2003
1. Term-notes 4 | PARAMETERS FOR PRO FORMA $ 1,000 $ 1,000 $ 1,000
54  LOAN RATES AND MARKET. SH
. 56 | The following are the historical / ex
One of the primary reasons for 57| Rate on marketable securiies o) 5 00% 5.00%
. . . 0, 0, q
us ng the Crajlt analys S tanpl me §§ Rate on bank notes 17 60% 14 50% 14 .50%
- . . 60 Enter the details on the "new" tern|
is determination of the 61| Rate o term notes (period spacific) 0.00% 14 50% 14 50%
approprl ate Stl’ucture of aterm 62 hum. of periods of the new terr_n loan 1 8 T
. K Enter the amount of cash receipts
|oan_ The accounts |nV0|V| ng from new term notes when they 0 400 0
63 are received
term-notes are meant to be 84 | Type of loan: 1=fix principal; 2=amori 1 1 1
H 65 Current maturity term notes 0 50 50
altered Vi athe L OAN RAT ES 56 Interest on term note 58.00 5075
AN D M ARK ET . SEC SeC“ on 68 Enter data on other existing debt /
59 Rate on existing long-term debt 0.00% 9.00% 9.00%
Of the Pr Ofor ma Sheet tab TWO 70 Current maturity LTD 75 75.00 T5.00
4 4 » MY\ Income / Baance / Ratios / Cashflow ‘) Proforma /
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types of loans are available: equal periodic principal payments and equa periodic installment
payments.

a. Equal principal payments, type 1:

This option will make each period’ s reduction in principal the same. To select this option, enter
alinrow 64 and complete the data entry in the other cells for amount of the loan (Enter the
amount of cash receipts from new term notes when they are received); rate on the loan (Rate on
term notes (period specific)); number of periods of the loan (Num. of periods of the new term
loan); and current maturity of the loan (Current maturity term notes).

b. Equal annual installments, type 2:

The loan principa will be borrowed in the first pro forma period and will be repaid in equal
annual installments. To select this option, type 2 row 64 and compl ete the data entry in the other
cells for amount of the loan (Enter the amount of cash recelipts from new term notes when they
are received); rate on the loan (Rate on term notes (period specific)); number of periods of the
loan (Num. of periods of the new term loan); and current maturity of the loan (Current maturity
term notes).

c. Unequal principal amounts:

The user can also specify by year (or period) the rate of the loan, the current maturity portion of
the loan and cash proceeds (principal) of the loan. Thereis no limit to the number of timesyou
may restructure the loan. Moreover, you may, at any time change the type of loan. Thisfeature
is extremely handy since determination of the best term-loan structure is often an iterative one.

2. Adding historical and pro formayears

Frequently we may build a case specific | CREDITS template requesting initially, say three historical
and three pro forma years. After more analysis we realize that additional historical and/or pro forma
years will be required. To add additional historical or pro forma periods, use the

Get_ How_many_more macro which you can access using Ctrl M. You will then be requested to
enter the number of historical or pro forma periods to add.

3. Changing protected values

Certain cell values are “protected”. The reason the cell values are protected is to prevent the user
from accidentally overwriting or deleting formulas that are critical to calculating correct values. If
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changes are made to protected values, it is very possible that these changes would cause incorrect
values, in the historical period but in particular in the pro forma period.

4. Inserting rows or account categories

The pro forma plug borrowing or lending is a complicated formulathat requires a summeation of all
valuesin the spreadsheet. If rows are added incorrectly, the pro forma balance sheetswill not
balance. Insert rows or account categories should not be attempted by the novice user, nor by
anyone unfamiliar with the detailed relationships among financial statement accounts.

Before attempting to insert arow in the spreadsheet you should backup the file. To insert arow you
must disable global protection by entering the macro command. Generdly, you may safely insert a
row only between other account categories. Do not insert rows above or below Marketable
securities, Notes payable - bank, Interest on marketable securities, and Interest expense - Bank
Notes. If you insert arow anywhere else (or even in these places), the balance sheet will likely not
balance unless you manually change several formulas throughout the spreadsheet. Y ou should note,
however, that inserting arow in the balance sheet will not insert this same row anywhere else. You
will have to generate your own pro forma assumptions and include this in the cash based income
statement before it will balance.

5. Changing Pro forma Assumptions

In some cases it isimpossible to specify arate which will produce the required dollar value. This
would be the case if the previous year’ s amount were zero and we wanted this year’ s amount to be
positive. In other instancesit is smply easier to input the dollar amount than to calculate the growth
rate. Many of the pro forma values are aready unprotected and by entering a dollar vaue directly
into the balance sheet or income statement you will supersede any growth rate assumption. If you
need to put adollar value in a“protected” cell, simply unprotect the worksheet. Be sure to protect
the sheet when you are finished.

Be careful, however, once you have written over the assumption contained in that cell, you
will not be able to undo this change unless you type the formula back into the cell.

6. Other templatesfor credit analysis

Using the 'CREDIT5 file discussed above, one Bank Management case or exhibit has been
computerized and saved as an Excel worksheet. The files dealing with credit analysis include:

File Name Description
ICREDIT5 Template for any firm—contains no actual data, only equations.
WADESS5 Wades Office Furniture, book example, Chapter 16.
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These spreadsheets may be used as the starting point for sensitivity analysis involving different
assumptions than those discussed in the Instructor’s Manual. Since the historical information and
many of the pro forma parameters have already been entered, the student can spend more time
answering “what if?’ questions and making more informed lending decisions.

VI. USING THE BANK PERFORMANCE TEMPLATE:
IBANKS.

The Bank Performance template, |BANKS5, is an Excel spreadsheet designed to aid in evaluating a
bank’ s performance by assisting the user in developing historical and pro forma financial statements
and ratios, very smilar to the Credit Analysis Template. The user enters balance sheet and income
statement data for any number of historical years. The template then completes the historical balance
sheets and income statements, showing key financia ratios. Using past performance and interest
rates specified by the user, it then builds pro forma balance sheets, income statements and financia
ratios for any number of future years.

A. Starting the Bank Performance Template: 'BANKS.

The Bank Performance Template resides on the Bank Management CD ROM, under the name
“IBANKS.xIS” After starting the Excel program, the template may be accessed by the File, Open
command.

B. Building the IBANKS5 Template.

Asdiscussed in Section 1V, you must first “build” the 'BANKS template. The spreadsheet or
template must be “setup” for the specific case for which you are attempting to analyze. Y ou will be
prompted to enter: 1) the total number of historical periods of balance sheet and income statement
data which you wish to input 2) the total number of pro forma periods, 3) the first year of data and
4) the scaling factor. Respond by typing any number greater than zero. Move from item to item by
using the {Enter} key. Hit the {Create Template} button when you have finished filling out the
form. See Section |V for a detailed description of each of these questions.

After you press the { Create Template} button the program will begin to build the spreadsheet. This
may take afew minutes if you requested more than afew periods or so. The program will place you
in normal Excel mode and you may begin to enter the historical data.
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C. Entering Data in the |BANK5 Template

Datain the \CREDIT5

. . . E P [ a [ r [ s [0 u [ v ]
templ ateisdivided into six 2 ||PNC Bank —— HISTORICAL —PRO FORMA
i ! 40 ec 40 ec 40
: i 3 |PITTSBURGH, PA % of Dec01 % of Dec02 % of
he b f th 4 |Income Statement Total | % Cha $1000 Total | % Cha $1,000 Total
at t e Ottom 0 t e 6 ||Interest Income:
i " nterest and Tees an loans Y| 2L 2 B bl -17B% . . %
Spr you will seean 7 || Interestand [ 62.1%| -222% 2992253 520%| -176% 2467094 29.9%
g Income from lease financing 34%| 241% 258,790 4.9% 24 1% 321,219 3.9%
Inc, Ba], Supp, ROE, and 9 Memo: Fully taxable £4.9%| -19.8% 3,224,334 56.1%| -142% 2765457 33.9%
Prof ksh 10 Tax-exempt 05%| -16.6% 26,649  0.5%| -14.2% 22,856  0.3%
roror wor eet. 11 Estimated tax henefit 0.3%| -14.7%__ 13,394  0.2%| -142% 11488 0%
ncome on Loans eases % -19.8% 3, : L -142% 2, , 9%
Histori ata wi e 12 I L &L TE 65.7%| -19.8% 3264437 568%| -14.2% 2,799,801 33.9%
13
enteredintheInc, Bal, and  [14]| otrersecuity inc. tciata prior to 12/37500)  5.3%|-100.0% 0 00% 00% 0 00%
15 || us. Treasury & Agency securties 0.0%| #MA 65970 1.1%) 1384% 155964  1.9%
Supp sheets. Thelnc sheet [ae]| worgage Backed Securties 0.0%| #NA 446662 T8%| 1384wl 1055388 12.8%
: : 17 Estimated tax henefit 0.0%| -19.8% 634 0.0%| -73.7% 166 0.0%
Contal nS Income adernent 18 All ather securities income 0.0%| #NA 54,082 0.9%|3077.3% 1,718,361 208%
data and the Ba] Sheet 19 Tax-Exempt Securities Income 0.0%| -21.6% 1,263 00%| -73.7% 332 0.0%
20 Investment Interest Income (TE) 5.3%| 71.5% 567,348  9.9%| 4165% 2930477 355%
. | 20| _ 967,348 _ 2930477
Contal nS bal ance Sheet 22 Interest on due from banks 01%| -33.1% 5447 0.1% 79.0% 9,748 0.1%
|nf rmation. Th S” 23 Interest on Fed funds sold & resales 0.7% -714% 12 664 0.2%| -100.0% 0 0.0%
0 m 0 . . e pp 24 Tradinn arcouot ineome 00%1 -38 2% 1 4ART N 330 2% AAT 1%
sheet contains information M 4 v o Ine JEEETSWLeER Frofor 1« s

for average assets, number of branches, the number of employees as well as supplementa loan loss

data and specific information needed to calculate the bank’ s Risk Based Capital requirements. The

ROE sheet contains al the profit and risk ratios described in Chapter 3 of the text. The ROE sheet
will be automatically calculated based on data entered in the Inc, Bal, Supp, and Profor sheets.

Moveto thefirst entry in the first historical year, of the Inc sheet, cell E6. Notice that thiscell is
blue. Any blue cell in the spreadsheet indicates that the user may enter information into that
cell. If you attempt to enter datainto a black cell, Excel will “beep” and prompt with “Protected
cell” to which you must respond by pressing {Enter}. Proceed by entering the firm’s historical
balance sheet and income statement data into the highlighted cell in column E.

A note about protected cells. the spreadsheets contain formulasthat are quite complex.
Many for mulas depend on other formulas, that iswhy some cells must be protected. If you
write, enter data into a protected cell, the integrity of the spreadsheet may bein question.

The 'BANKS5 template is very similar in format to the |CREDITS template. Going down the
worksheet, the financial statements closely follow the format of the UBPR. Moving from left to
right, the financia statements consist of three columns for each period: 1) “% Cha’—the percent
increase (or decrease) in the dollar value of the account from the previous period, 2)
“$1(,000,000)"—the scaled average dollar value of the account and 3) “% of Total”—percent of
total assets for balance sheet items and percent of total interest income plus total non-interest income
for each income statement account.

Look at the first entry in thefirst historical year, cell F7. Notice that this cell is a different color
(blue) than the cellsin columns D and F. These cells are shown in bold in the Exhibit.  Any blue
cell in the spreadsheet indicates that the user may enter information into that cell. If you
attempt to enter datainto a black cell, Excel will “beep” and prompt with “Protected cell” to which
you must respond by pressing {Enter}.
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D. Entering Historical Data

Asyou enter this data you will note that total figures, such as“ Total loans and leases,” need not be
entered. After entering datainto all of the appropriate unprotected cellsin the Inc, Bal, and Supp
worksheets, be sure to verify your work. Make sure that total assets equalstotal liabilities plus
owner’s equity. Financia ratios for that year should now be correct aswell. 1f you made a data
entry mistake, smply go to the errant input cell and reenter the correct number. Note that
occasionally account totals displayed will not sum due to rounding. Also remember that in the
historical years you must ensure that the balance sheet balances and that retained earnings on the
balance sheet increases by the amount of retained earnings calculated from the income statement. |If
after entering the data you find an inconsistency, then either your input or the source of the dataisin
error.

Several comments about the worksheet are in order. Some of the growth, or “% Cha,” rates may
show up as “NA” when the actua rate of growth has “undefined,” as would be the case if the
previous year's dollar amount were zero. In some instances, a cell will display the value “ERR,”
normally the result of adivison by zero. Thistypically occursin the calculation of financial ratios
when the denominator is zero and is not necessarily an indication that your numbers or the
Spreadsheet arein error.

If you are uncertain of how an amount was calculated on the worksheet, place the cursor on that cell
and read the formula displayed at the top left of the screen. for instance, if you wanted to know how
theratio “ROE” in cell E154 was calculated, place the cursor in that cell. Thefirst statusline
displaysthe cell’sformulac E112/E57. Cell E112 is Net Income for that year, and E57 is tota

equity.

If you are uncertain of how an amount was cal culated on the worksheet, place the cursor on that cell
and read the formula displayed at the top left of the screen. For instance, if you wanted to know
how theratio “ROE” on the Ratios sheet was calculated, place the cursor in that cell. Thefirst
status line displays the cell’ s formula:

=Ptot(+Inc! F76,Bal! F67,Bal! C67)* Perscale(F$3)
The function “Ptot” is calculated as.
=Ptot(num,denl, den2)
If den2 ? O then:
Value=num / (average(denl,den2) and Perscale() is a constant equal to 1.
If den2 =0 or ismissing:
Value=num / den2 and Perscale() is a constant equal to 1.

Thisformulais designed to make the spreadsheet look professional. If cell Balance!f36 is zero, we
would get an error in the ROE ratio. The formula checks for a zero balance, if so it places NA in the
cdl. The Bal! Or Inc! indicates which sheet the cell islocated on. Inthiscase, cell Inc!F76 is Net
income for that year, Bal!F67 is Total Equity.
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The most difficult task is to correctly forecast interest rates for future years so that critical
investment and financing decisions can be made. The !BANKD5 template is designed to smulate the
impact of rate changes on various investment and financing decisions with only minimal data entry
and computer expertise required by the user.

Examining the worksheet
profor, there are three sets of
parameters covering the
balance sheet. Thefirst
column “Growth Rate,” is
for an annualized rate of
growth. The second column
of parameters “Inter est
Rate,” arethe interest rates
on the respective values for
the balance sheet. Enter the
expected or forecasted
growth rate and rate of
interest for each account. The
third column of dataisfor the

(=1
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5 =k

o

=
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w0

ra
[=]

]

23

Tax benefits of loan and security income
% of Loan and lease incame fully taxable
Growth rate on income from lease financing

Estimated tax benefit on lease financing

(Impl. tax rate (tax benefit. /Tax exmp leas

Estimated tax benefit on municial securities

(Impl. tax rate (tax benefit / muni inc))
Growth rate on noninterest income:

Fiduciary Activities

Deposit service charges

Trading revenue

Other foreign transactions

Other noninterest income

Growth rate on Non-Interest Expenses:

M A

599.18%
24.12%

50.26%

50.20%

3.42%
-52.63%
6.02%
132.30%
0.00%
69.25%

11.30%

A E o R ] s | 1 | u | v |
2 || PNC Bank [FHISTORICAL -] [-PRO FORMA -]
3 || PITTSBURGH, PA I Dec-01 ! Dec-02
4 ||PRO FORMA PARAMETERS Growth Interest % of| Growth Interest % of
] Rate Rate Total Rate Rate Total
7 PARAMETERS FOR PROFORMA
5 || INCOME STATEMENT

=

99.18%
24 12%

50.26%

50.20%

342%
-52.63%
6.02%
132.30%
0.00%
69.25%

11.30%

O o /Supp / ROE Yaaais

1« ||

composition or mix of the asset type. Generally, each asset and liability needs a growth rate
parameter and many assets and liabilities need an interest rate figure. For example, real-estate loans

needs a growth rate assumption and also the expected interest rate on real-estate loans. NOTE: you
can enter either rates on the individual loans or the rate on total loans. |F YOU ENTER A RATE IN
THE TOTAL LOANS CATEGORY, THEN YOU WILL WRITE OVER THE FORMULA THAT
USES A WEIGHTED AVERAGE OF THE RATES ON THE VARIOUS CATEGORIES OF
LOANS. But if the anaysisis expecting more growth in real estate loans, then a larger percent of
the growth would be entered.

Y ou may only enter an interest rate for gross loans or individual rates for each loan category
PLEASE KNOW THAT IF ONE INDIVIDUAL RATE ISENTERED, ALL RATESMUST
BE ENTERED. If individual rates are not entered, the program assumes the weighted average rate
on loans will prevail. If you do not have or know the individua rates, you should enter the weighted
average rate expected on gross loans. This also appliesto Deposits. You must enter the weighted
average rate expected on all deposits or all individual rates on each deposit account. Y ou can,
however, enter individual growth rates on each deposit account.

Move the cursor down to row 55. Again enter the projected annualized rate of growth for
investment and the weighted average annualized interest rate earned on all investments as well asthe
annualized interest rate earned on each individual investment category such as*U.S. Treasury &
Agency securities’.

Y ou will notice that there is no value for a growth rate for either category: Fed. Fundssold & RP's
or Fed Funds purchased & RP's. The dollar amount is automatically calculated in the pro forma
years. You must, however, enter an interest rate or the rate from the previous year is used.
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The value in the Proforma sheet for “Cash & due” inrow 71 differs from other rates in this column
in that it represents the amount of tota deposits in the form of cash. Y ou may specify an amount
here, or have the program calculate an amount for you. If you choose the latter, the rate used will be
last year’ s rate and cash & due will be computed as the product of this rate times total deposits from
that year. Thereisno interest rate value for Cash & Due since thisis a non interest bearing asset.

For the income statement data, the second column of data has been re-labeled “% of Income” which
means you are expected to enter the percentage of net income for the tax rate and dividend rate.
Under the Income Statement section of Profor ma sheet you only need to enter a growth rate on
each category for the other items.

The final section, Loan Loss and Capital Accounts, the second column to “% of grossloans.” You
are expected to enter the percentage of gross loans each of these items makes up.

Note that all future years will have the same rate of growth and interest rate for each account unless
another rate is entered manually. Moreover, if you change the growth rate or interest ratein a pro
forma period, that rate will be used in all future pro forma periods up until a period in which the
growth rate was manually entered. Thus, entering a growth rate of 10% for 2002 will cause the
growth rates for 2002 through, say 2004, to be calculated as 10%. If we moved ahead to 2003 and
entered 15% for the “due from banks - interest bearing” change, the rate for 2002 would remain at
10% while the years 2003 through 2004 would change to 15%.

Note that information on the Proform sheet tab below the PARAMETER FOR PRO FORMA
sections (approximately row 175) are programming instructions for the template and should
beignored, but not erased, by the user.

Remember that unless you manually input the value of the pro forma parameters, the
program will assume that the pro forma parameters are the same as those calculated or input
for thelast historical year.

F. How Account Values are Calculated

Generally there are two basic assumptions used to calculate the pro-forma balance sheet and income
statement items. To calculate the dollar amount of Municipal securities on the balance sheet (using
the PNC2001 spreadsheet as an example):

=IGR(Profor! T60,R21,U$3,1)
where IGR(g_rate,basetime_period,type) is defined as:
Value=base* (1+g_rate), and time _period and type do not apply.
Which trangdates to:

Municipa securities = Municipal securities.; X growth rate on municipal securities

Copyright © 2003 by South-Western, a division of Thomson Learning. Page 19 of 40




20

Income on municipal securities for the income statement is calculated as:
=lvPtot(Profor!162,Bal!123,Bal! F23)
where IvPtot(num,denl,den?) is defined as:
If den2 ? O then:
Value=num * (average(denl,den2))
If den2 =0 or ismissing:
Value=num * den2
Which trangdlates to:
Municipa securities income;

= Average(Municipa securities, Municipa securities.;)
X interest rate on municipal securities

G. A Note on the Balance Sheet Account “Plug” Figures

In order to guarantee that the pro forma statements exhibit internal consistency, assets must equa
equities. Normally this equality is accomplished by allowing the computer to determine the value of
one or more “plug” accounts. Inthe !BANKS template, both “Fed funds sold & security RP'S’ and
“Fed funds purchased & security RP'S” are plugs figures. |If the bank generates cash in excess of the
amount required, the program assumes that “Fed funds purchased” are reduced, with any remaining
funds being invested in “Fed funds sold.” Y ou may enter different interest rates for Fed funds sold
and Fed funds purchased. If the firm generates insufficient cash, the program assumes that “ Fed
funds sold” will be liquidated with additional funds obtained through “Fed funds purchased” if
necessary. Thus, for any year, either “Fed funds sold & security RP'S’ or “Fed funds purchased &
security RP'S” must be zero.

H. Additional Program Features

1. Adding historical and pro formayears

Frequently we may build a case specific ' BANKS template requesting initialy, say three
historical and three pro forma years. After more analysis we realize that more historical
and/or pro forma years will be required. To add additional historical or pro forma periods,
use the Get_How_many_more macro which you can access using Ctrl M. You will then be
requested to enter the number of historical or pro forma periods to add.
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2. Changing protected values

Certain cell values are “protected”’. The reason the cell values are protected is to prevent the
user from accidentally overwriting or deleting formulas that are critical to calculating correct
values. If changes are made to protected values, it is very possible that these changes would

cause incorrect values, in the historical period but in particular in the pro forma period.

3. Inserting rows or account categories

The pro forma plug borrowing or lending is a complicated formula that requires a summation
of al valuesin the spreadsheet. If rows are added incorrectly, the pro forma bal ance sheets
will not balance. Insert rows or account categories should not be attempted by the novice
user, nor by anyone unfamiliar with the detailed relationships among financial statement
accounts.

Before you can insert arow in the spreadsheet, you must unprotect the spreadsheet.
Additional account categories, or rows, may safely be inserted into the spreadsheet
only at certain points. Generally, you may safely insert arow only between other account
categories. Do not insert rows above or below Federal Funds Sold, Federal Funds
Purchased, Interest expense on Fed Funds, and Interest Income on Fed Funds. Place the
cursor on the row you want to insert before and issue the insert command. If you insert a
row, even in any of these places, the balance sheet will likely not balance unless you manually
change severa formulas through out the spreadsheet. Y ou should note, however, that
inserting arow in the balance sheet will not insert this same row anywhere else. Y ou will
have to generate your own pro forma assumptions and include this in the cash based income
statement before it will balance.

4. Changing Pro forma Assumptions

In some cases it isimpossible to specify a rate which will produce the required dollar value,
as would be the case if the previous year’s dollar amount were zero and we expect thisyear’s
amount to be positive. In other instancesit isssmply easier to input the value than to
calculate the growth rate. Many of the pro forma values are already unprotected and by
entering adollar value you will supersede any growth rate assumption. If you need to put a
dollar value in a*protected” cell, you must first unprotect the spreadsheet.

Be careful, however, once you have written over the growth rate assumption, you will not be
able to undo this change unless you type the formula back into the cell. In generd, it is safe
to replace a formula with a number (constant) provided of course that the number isinitially
correct and that you change it if later changes elsewhere on the spreadsheet make the number
inappropriate. Thus, changing aformulato a constant means that you must manually re-
enter the cell value when it isno longer correct.
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5. Other templatesfor bank performance analysis

Using the 'BANKS5 file discussed above, several Bank Management cases and examples have
been computerized and saved as accessible Excel worksheets. The files dealing with bank
performance anaysis include:

File Name Description
IBANKS Template for any bank—contains no actual data, only equations.
PNC2001 PNC bank performance analysis case from Chapter 3.

These spreadsheets may be used as the starting point for sensitivity analysisinvolving
different assumptions than those discussed in the Instructor’s Manual. Since the historical
information and many of the forecasted interest rates have already been entered, the student
can spend more time answering “what if?" questions and in making more informed
investment and financing decisions.

VIl. USING THE DURATION GAP ANALYSIS TEMPLATE:
IDURGAPS.

The Duration Gap Analysis template, 'DURGAPS5, closaly follows the examples and exhibits used in
Chapter 9 of the Bank Management text. Thistemplate is an Excel spreadsheet designed to speed
up the time consuming process of calculating the duration of assets, duration of liabilities and the
Duration Gap at abank. Thistemplate allows the usersto enter multiple years of dataand any
number of Earning Assets, Non-Earning Assets, Interest Bearing Liabilities, Non-Interest Bearing
Liabilities, as well as estimated changes in future short term interest rates. Using thisinformation as
well asinterest rate and maturity data that must be entered, the duration of each asset and liability is
calculated as well at the weight average duration of total assets and liabilities.

A. Starting the Duration Gap Template: 'DURGAPS

The Duration Gap Template resides on the Bank Management CD ROM, under the name
“IDURGAPS.xIs” After starting the Excel program, the template may be accessed by the File,
Open command.

Enter the following data to create the spreadsheet template

| [Enter the bank name Bank Name

| |Total number of earning assets

B. Building the
IDURGAPS Template.

1
Total number of nonearning assets 1
1

| |Total number of interest bearing liab

| [Total number of noninterest bearing liab 1

Y ou must fi rst“ bUI |d” the ] Enter the bank name and the number of periods to create the
IDURGAP5S templ ate. The Create Template template. You must hit "Enter” after you type each

variable before you "Create Template"
Spreadsheet or template must be
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“setup” for the specific case for which you are attempting to analyze. When you retrieve the
IDURGAPS template you should proceed initially much the same as with the |CREDIT5 and
IBANKS templates. You will be prompted to enter: 1) the number of historical years of balance
sheet data which you wish to input 2) the number of earning and non - earning assets, 3) the number
of interest bearing and non - interest bearing liabilities, 4) the first year of data and 5) the scaling
factor. Respond by typing any number greater than zero, followed by {Enter}. See Section IV for a
detailed description of each of these questions.

In addition to the question outlined in the previous Section IV, four additiona questions will be
asked before the building of the ' DURGAPS template can be completed. Y ou will be asked to give
the number of Earning assets, Non-earning assets, Interest bearing liabilities and Non-interest bearing
liabilities.

1.) Number of earn assets?

Respond with the total number of Earning Assets you want this spreadsheet to contain.

2.) Number of non-earn assets not including Cash?

Respond with the total number of Non-earning Assets you want to be included in this
spreadsheet not including cash. Y ou will notice that there will always be at least one Non-
earning Asset even if you enter zero. Do not delete this row or the formulas will be affected.

3.) Number of interest bearing liabilities?

Respond with the total number of Interest Bearing Liabilities you want this spreadsheet to
contain.

4.) Number of non-interest bearing liabilities?

Respond with the total number of Non-Interest Bearing Liabilities you want to be included in this
spreadsheet. Y ou will notice that there will always be at least one Non-earning Asset even if you
enter zero. Again do not delete or remove this row or the formula values will not be correct.

After entering al of the data, press the { Create Template} button and the program will begin to
build the spreadsheet. This may take afew minutesif you requested more than afew periods. The
program will place you in normal Excel mode and you may begin to enter the historical data

NOTE: You may not add additional asset or liability categories after the spreadsheet
has been create. Be sureyou add the total number of categories needed when the
spreadsheet isoriginally created.

alB] c [ D | E F e | v [ 1 [
1 Enter Bank Mame 2001
% Years Market
FILE; !D! Par Value Coup Mat. YTM Value Dur.

C. Entering Datain the % '”fempiate

Assets
Cash 1] a
Earning assets

7
The DURGAPS Template is a bit dﬁﬁ'ent informat from the | CREDIFES; anet! BANKS templates.
Going down the worksheet, the finanéial statéffierits'siiin are-the-balance sheet, “dfiti-a-Buration
Gap Worksheet. Moving from left tow ghigtihedisane aksstatements consist of five columns for each
period: 1) “Par Value $1(,000,000)"=the Sai&d paFVallie of the-agcount and 2) “%Coup”-- %
annual coupon payment as a percent%tpar value, 3) “Years Mater>- - total numR%r e?r’—yearﬂs 000
16 _

Total asséts

20

. .. 21 |Liabilities
Copyright © 2003 by South-Western, a div—; " 1erest bearin g liabs.
23 Int-bearing liab 0 000% 000 DD00%

25 Tof. inf Bearing Liabs. 1] 0.00% 1]

PR 1ain_ven 4 IEAN|
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remaining to maturity, 4.) “YTM” - yield to maturity (is assumed to be the same as % coupon unless
changed), 5) “Market Value” - present value of the security using the yield to maturity and, 6)
“Dur” - calculated duration of the security.

Note: Thereatwo additional columns after column I, “DUR.” These two columns have a
width of 1 and are hidden. These two columns are necessary to calculate the weighted
average duration of assetsand liabilities. Do not erase or write over these two columns.

Note that information on the spreadsheet below the Duration Calculation Worksheet section are
programming instructions for the template and should be ignored, but not erased, by the user.

Look at the first entry in the first historical year, cell D7. Notice that this cell is blue and the cellsin
column H and | are black. Any highlighted cell in the spreadsheet indicatesthat the user may
enter information into that cell. If you attempt to enter data into a protected cell, Excel will
“beep” and prompt with “Protected cell” to which you must respond by pressing {Enter}.

D. Entering Historical Data

Y ou should enter data in the columns market: 1.) “Par $1(000,000), 2“% Coup”, 3) “Years
Maturity” and optionally you can enter datain 4) “YTM”. If you do not enter datain the column
“YTM” the security will be assumed to be trading at par such that the coupon rate equals the yield to
maturity; i.e., % Coup = YTM.

Two additional areas need to be mentioned with the 'DURGAPS5 template. Since the template
allows any number of earning and non-earning assets as well as any number of interest bearing and
non-interest bearing liabilities, you must also enter the names of each of these asset and liability
categories. Go to thefirst earning asset cell C9. If you want the first asset earning to be Treasury
bills, you must first move the cursor to cell C9 and type: Treasury bills{Enter}. Usethe arrow keys
to go to the next unprotected title.

The second area concerns the cell at the top of the section “Duration Gap Calculations’ titled
“Payments per year.” If the earning assets and interest bearing assets have semi-annual coupon
payments enter “2” in that cell. Enter “1” for annual payments. Note that duration values will be
adjusted to annualized figures even if you have semi-annual payments; i.e. annualized duration will
equal unadjusted duration times the number of payments per year.

Note: You may enter only one value of “ Payments per year.” If you have morethat one
historical year, all securitieswill be assumed to have the same number of payments per year as
listed in the H column. If you have entered mor e than one account category for each type of
securities, the “Payments per year” cell, H42, will be shifted down by the number of account
categoriesyou entered.

Asyou enter this data you will note that total figures, such as“Total Earning Assets,” need not be
entered.
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After entering datainto all of the appropriate cellsin column D, E, F and G of the balance sheet and
income statement, make sure that total assets equals total liabilities plus owner’s equity. Calculated
duration for that year should now be correct aswell. If you made a data entry mistake, simply go to

the errant input cell, reenter the correct number. Note that occasionally account totals displayed will
not sum due to rounding.

E. Entering Pro forma Data

The 'DURGAP5 template does not alow for pro forma anadyss.

F. Examining the impact of changes in short term interest rates

The row containing, “Expected Change in Rates,” allows one to do sensitivity, or what if?, analysis
on different anticipated changes in interest rates. Enter the expected change in interest rates and the

approximate change in the market value of assets and liabilities will be calculated and totaled in the
following cells using the following definition of duration:

D Mkt value = (-DUR) x x value.

i
@a+1i
Two values for the approximate change in the market value of equity are available. Thefirstis

simply the difference in approximate change in assets and liabilities using the definition of duration.
The second uses the formula:

D Mkt value of equity = (DGAP) X - E' =y xtotel aseets.

wherei” isthe weight average rate on earning assets.

3. Changing protected values

Changing protected cells should not be attempted by the novice user, nor by anyone unfamiliar with
the detailed relationships among financial statement accounts. If you are daring, you may selectively
disable the protection of cells. Thiswill alow you to enter adifferent formula or asimple constant in
place of the existing formula. In general, it is safe to replace a formula with a number (constant)
provided of course that the number isinitially correct and that you change it if other changes
elsewhere on the spreadsheet make the number inappropriate. Thus, changing aformulato a
constant means that you must manually reenter the cell value when it is no longer correct.
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H.  Other templates for Duration Gap analysis

Using the 'DURGAPS file discussed above, one Bank Management exhibit has been computerized
and saved as an accessible Excel worksheet. The files dealing with Duration Gap analysis include:

File Name Description
IDURGAPS rl?s:ja; gn Gap anaysistemplate for evaluating any bank. Contains
DGAP-exh9-1 Duration Gap Example from Chapter 9 Exhibits 9.1-9.3.

These spreadsheets may be used as the starting point for sensitivity analysis involving different
assumptions than those discussed in the Instructor’s Manual. Since the historical information and
many of the forecasted interest rates have already been entered, the student can spend more time
answering “what if?’ questions and in making more informed investment and financing decisions.

VIIl. FUNDING GAP ANALYSIS TEMPLATE: 'FUNDGAPS

The Funding Gap Anaysis Template, 'FUNDGAPS5, is an extension of the example presented in
Chapter 8 in the text, Bank Management. Thisis an Excel spreadsheet designed to simulate the
financial performance of a bank faced with uncertain interest rates. Specifically, the user may input
values of assets and liabilities with up to six different maturities, along with current and forecasted
rates for each. With thisinformation, the template generates risk and profitability measures for each
maturity class and the total. The template incorporates features to enable the user to see very
quickly the results of different rate scenarios.

A. Starting the Funding Gap Analysis Template: 'FUNDGAPS.

The Funding Gap Analysis Template resides on the Bank Management CD ROM, with the name
“IFUNDGAPS.xIS.” After starting the Excel program, the template may be accessed by the File,
Open command. Y ou do not need to build the 'FUNDGA PS5 template.

B. Entering Datain the '[FUNDGAPS5 Template

To get a better idea of how the FUNBGARS ignpiru—J [IJ\DI-—I(]E()I Fexamimetie

— Time interval: 0 to 30 days

Time interval

731 to 90 days —————-
2 |Enter Bank Name Here

Going down the worksheet, balance|sheet, data,are presentectarit folféwe by severalrigk atd o> |-
profitability measures. Moving fromieft to right, the betencadtistttiataand statistics e sogimented
into five maturity categories, or “tine huskets,” and atotal. Each time buckgt contains five pieces of
information: 1) “Principal”—the avétage

=

Bt agie-dlol| arlraﬂom' “the assetor equity ofithat maturity 2)»

& muni pl 00 0pok 000k 000 0003 0003 000

“Current Interest Rate’ —the average (enriat tlszeel) curremtopntew&etwatem that facewmtfamd o0

maturity, 3) “Chgin interest rate’- h&@xﬁwfwvﬁferage“ (aﬁnﬂﬁlzd) change @ reresse or¢

000z 0.00% 0002 00 000X 0007 000X oo
D.U 000 0.00% 0003 D.U 00 000% 0.00%  000% oo
00 0002 000 0003 oo 00 000 0.00%  000% oo
00 000 0003 000 oo 00 000% 0.00%  000% oo
itive assels 00 0003 0003 000 i} 00 000% 0003 000X i}
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decrease) in the interest rate on that account and maturity, 4) “Future I nterest Rate”—the expected
average (annualized) interest rate on that account and maturity, effective at maturity of the account,

Move to the first time bucket, “Time interval: O- to 30-day maturities’, and place the cursor in cell
D9. Noticethat thiscell isblue. Any blue cell in the spreadsheet indicates that you may enter
information into that cell. If you attempt to enter datainto a black cell, Excel will “beep” and
prompt with “Protected cell” to which you must respond by pressing{Enter}. Proceed by entering
the value of the bank’ s shortest maturity assets and liabilities into the highlighted cells in column D.
At thistime, enter into column E the average annualized interest rate associated with each non-zero
account. Vaues may be entered in any order.

Asyou enter this data you will note that total figures, such as “Total assets,” need not be entered.
The spreadsheet will calculate these amounts. The totals across all maturities will be calculated
automatically (columns AH and Al). If, after entering all of the data, you find an inconsistency, then
either your input or the source of the dataisin error. (Note that occasionally account totals
displayed will not sum due to rounding.)

Toward the bottom of the worksheet several measures of risk and profitability are displayed for each
of the five time buckets and the total. If you are uncertain of how an amount was calculated on the
worksheet, place the cursor on that cell and read the formula displayed at the top left of the screen.
For instance, if you wanted to know how total rate sensitive assetsin cell D21 was calculated, place
the cursor in that cell. Thefirst status line displays the cell’s formulaa @SUM(D9..D20),
representing the sum of cell D9 through D20.

C. Entering Interest Rate Forecasts in the IFUNDGAPS5 Template

The spreadsheet now shows how the bank will perform if interest rates over the upcoming year
remain constant. If rates change though, the forecast of “interest” (meaning asset revenues and
liability and equity costs) will change. Y ou may input the expected increase or decrease in any rate
in the “Chg.” column of each time bucket. The program assumes that the current rate will apply for
atime equa to the average maturity of that time bucket, while the “Future” rate appliesto the
remainder of the year. The future rate is calculated automatically as the sum of the current rate and
the rate you specify as the expected change.

For example, enter “100” as principa in cell D9 and “0.10” asthe current ratein cell E9. You will
observe that the future rate is assumed to be 10% as well, making total interest from U.S. Treasuries
for the year $100. Now change the future rate to 12% by entering “.12” in cell F9. Note that
interest changed to $119.2, equal to $1,000 at 10% for 15 days and $1,000 at 12% for 350 days.
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D. How Risk/Return Measures Are Calculated in the '[FUNDGAP5
Template

The following is a summary of the formulas used to calculate the financia measures displayed at the
bottom of the lFUNDGAPS template. Note that “(m-1)" represents avariable’ svalue in the
previous time bucket.

Measure Formula
Periodic GAP Rate sengitive assets - Rate sengtive liabilities
Cumulative GAP Periodic GAP + Cumulative GAPy.1
GAP ratio Rate sensitive assets / Rate sensitive liabilities

RSA / Total Assets Rate sensitive assets / Total Assets
Net interest income Interest income - Interest expense
Net interest margin Net interest income / (Rate sensitive assets - Fixed rate assets)

Yield rate Interest income / (Rate sengitive assets - Fixed rate assets)
Cost of funds Interest expense / (Rate sensitive liabilities - Fixed rate ligbilities)
Spread Yield rate - Cost of funds

E. Additional Program Features

1. Entering expected rate changes

Since one of the primary uses of the 'FUNDGAP5 template is to determine the effect of different
interest rate scenario, the spreadsheet allows two additional methods for quickly changing future

rate.

a

b.

Individual time buckets. If therate in any maturity category is expected to change by a
given amount for all assets or for all liabilities, it need be entered only once. Rows 69
and 70 each contain one cell for every time bucket for this purpose. For example, if
short-term rates (first time bucket) are expected to decr ease by 50 basis points for assets
and 60 basis points for liabilities, enter “-.5%” in cell F69 and “-.6%" in cell F70.

It isimportant to note that any expected changes entered in column F will bein addition
to those specified in cells F69 and F70. For example, assume as in the previous example
that all assets and liabilities will decrease by 50 and 60 basis points respectively, except
for “money market investments,” which should decrease by only 30 basis points.
Entering “-.5%" in cell F69 and “-.6%" in cell F70 as before, and then “.2%" in cell F10
quickly accomplishes this scenario.

All time buckets. If theratein all maturity categories is expected to change by agiven
amount for all assets or for all liabilities. Note that al time buckets may be entered only
in these two cdlls, athough the values entered will be displayed in rows 73 and 74 for the
other buckets as well.
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Aswith the individual time bucket adjustmentsin part (a) above, any expected as well as
F73 and F74. Thus the future rate computed in column G will be the sum of the current
rate plus any expected change for the individual account, that particular time bucket,
and/or all time buckets.

2. Changing average maturities

Each of the five time buckets has an average maturity defined by the number in row 3. The first four
of these, cells G3, M 3, S3, and Y 3, may be changed by the user, but the fifth, in cell AE3 must
remain “ 365" since fixed rate accounts are included there. To change these maturities, enter the
correct maturity for the first time bucket and move directly to the next category. At thistimeyou
should also change the respective descriptionsin cells D1, 11, P1, and V1.

3. Changing protected values

Many of the cell on the IFUNDGAP5 template have purposely been “protected” to guard against
inadvertent damage to the formulas and to make data entry smpler. Y ou may selectively disable the
protection of cells, for instance to change an account name or a cell formula

4, Other templatesfor funding gap analysis

Using the 'FUNDGAPS file discussed above, several Bank Management exhibit has been
computerized and saved as accessible Excel worksheets. The files dealing with funding gap analysis
include:

File Name Description

Template for any firm—contains no actual data, only
'FUNDGAPS equations and formulas for Funding GAP analysis.
GAP_Exh-8-3xls Exhibit 8.3, GAP example from Exhibit 8.3, Chapter 8
Exhibit 8-5_Synovus bank.xls Exhibit 8.5, chapter 8 No
GAP_Report-Exh-8-6.XLS Example funding gap problem, Chapter 8 Exhibit 8.6.
ABC-rate-sengitive-report-exh 8-7.xls Exhibit 8.7, Chapter 8.
Inc_state GAP-Exh-8-11.xls Exhibit 8.11 from Chapter 8. Income Statement GAP.
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IX. RISK-BASED CAPITAL ANALYSIS TEMPLATE:
IRBCS5

The Risk-Based Capital Anaysistemplate, 'RBCS, is aworksheet that follows the example
presented in Exhibit 13.2 of Chapter 13 of the Bank Management text. Thisworksheet is a Excel
spreadsheet designed to speed up the time consuming process of calculating risk adjusted assets and
off-balance sheet conversion factors using the new Risk-Based Capital standards. By entering the
different types of assets and off-balance sheet items the bank holds, Risk-Adjusted Assets and the
corresponding Capital Requirements are cal culated.
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A. Starting the Risk-Based Capital Template: 'RBC5
6 = = | 104525
The Risk-Based Capitdl e i e e —
Ta.npl ate reg- deS on the Bank 2 |Enter Bank Name Here 1999 Risk
Management CD ROM, under 3 Assets Risk ~ Weighted
« ” 4 $ 1,000 Wei Assets
the hame IRBC5.xls.” After & Caizgory T Zaro Pavcari ght t
starting the Excel program, the 6 Cash & reserve [oszs] ooow 0
7 Trading Account 830 0.00% 0
ternpl ae may be a:ces%d by the B Us Trgeasury & agency secs. 45,882 0.00% 0
File, Open command. 3 Federal Reserve stock 5,916 0.00% 0
10 Total category 1 157,153 0

Category 2: 20 percent
Due form banks / in process

303,610 20.00% 60,722

B. Building the 14 Int. bearing Dep /F.F.5. 497,623 20.00% 99525
15 Demestic dep. institutions 38171 20.00% 7,634
! RB C5 Tem p I ate 16 Repurchase agrements (.3, Treas & agency) 322,309 20.00% 65,862

20.00%
20.00%
20.00%

U.3. Agencies (gov. sponsored)
Btate & Muni's secured tax auth

19 C MO hacked by agency secs.
4 [« TH] RISKC_EX

412,100
87,515

§0,020
14

§2,420
17,503
18,oo4|

The 'RBCS5 template does not
require “building. You can
begin entering data as soon as you load the spreadsheet. Be sureto SAVE THE FILE WITH A
DIFFERENT NAME or you will overwrite the |RBC5 template.

C. Entering Historical Data in the IRBC5 Template

The 'RBC5 Template is abit different in format from the other templates. Going down the
worksheet, arisk-based capital balance sheet, a capita requirements section and an off-balance sheet
worksheet, are shown. This template follows the example given in Chapter 13 of the text. Moving
from left to right, the worksheet statements consist of three data columns: 1) “Assets $1,000”, - the
total scaled value of the asset account, 2) “Risk Weight” - the Risk-Based Capital required risk
adjustment percent, 3) “Risk Weighted Assets’ - the dollar amount of risk adjustec’ ts, the
product the dollar amount the particular assets and the risk weight. In the top portion of the
spreadsheet, you will only enter datain the C column. If the risk weights change, you may aso enter
datain the D column.

Do not enter assets amounts in the “ Off-balance Sheet Contingencies’ section in rows 44 through
48. You should enter data in the “ Off-balance Sheet - worksheet area” Risk-adjusted assets of off-
balance sheet items are calculated in atwo step process. The off-balance sheet item must first be
converted to an on-balance sheet or credit equivalent amount before the risk weight can be applied.
Two categories of off-balance sheet items are available under the worksheet section: 1)
“Contingencies 100 percent category” and 2) “Contingencies 50% category.” The 100 percent and
50 percent categories refer to the type of collateral theitem is secured by. The 100 percent category
itemswill carry arisk weight of 100 percent and the 50 percent category itemswill carry arisk
weight of 50%. Enter the amount of the off-balance sheet item under the “$ Amt.” column, C, in
the off-balance sheet worksheet section. The values will be updated in the top section of the
spreadsheet under “ Off-balance sheet Contingencies.”
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Look at thefirst entry in the first historical year, cell C7. Notice that this cell isblue(or a different
color than the cellsin column E. Any blue cell in the spreadsheet indicates that the user may

enter information into that cell. If you attempt to enter data into a black cell, Excel will *beep”

and prompt with “Protected cell” to which you must respond by pressing {Enter}.

Asyou enter datayou will note that total figures, such as “Total Category 1,” need not be entered.
After entering datainto all of the appropriate cellsin column C, verify your work. If you made a
data entry mistake, ssimply go to the errant input cell, reenter the correct number. Note that
occasionally account totals displayed will not sum due to rounding.

D. Entering Pro forma Data

The !'RBC5 template does not allow for pro forma analysis.

E. Additional Program Features

1. Changing protected values

Changing protected cells should not be attempted by the novice user, nor by anyone unfamiliar
with the detailed relationships among financial statement accounts. If you are daring, you may
selectively disable the protection of cells. Thiswill alow you to enter adifferent formula or a
simple constant in place of the existing formula. In generd, it is safe to replace aformulawith a
number (constant) provided of course that the number isinitially correct and that you changeit if
later changes elsewhere on the spreadsheet make the number inappropriate. Thus, changing a
formulato a constant means that you must manually reenter the cell value when it is no longer
correct.

2. Other templatesfor Risk-Based Capital analysis

Using the 'RBCS5 file discussed above, one Bank Management example has been computerized and
saved as accessible Excel worksheets. The files dealing with Risk-Based Capital analysis include:

File Name Description
Risk-Based Capital template for any bank, contains no actual
IRBC5 data.
e Risk-Based Capital Example for Regional National Bank (RNB)
RBC —Regional Nat Bank ¢ 1 chanter 13 Exhibit 132

This spreadsheet may be used as the starting point for sensitivity analysis involving different
assumptions than those discussed in the Instructor’s Manual. Since the example information has
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been entered already, the student can spend more time answering “what if?" questions and in making
more informed investment and financing decisions.

X. CUSTOMER PROFITABILITY ANALYSIS AND LOAN
PRICING TEMPLATE: ICUSTPROS5

The Customer Profitability Analysis template, | CUSTPROS5, follow the example given in Exhibits
18.3 and 18.4 of Chapter 18 in the Bank Management text. Thistemplate is an Excel spreadsheet
designed to speed up the time consuming process of calculating transaction expenses and revenues,
loan revenues and expenses as well as target profit for a customer. Customer Profitability and Loan
Pricing analysis consists of identify all expenses, revenues and the target profit of a customer.
Revenues less expenses | ess the target profit gives the net profit of a customer relationship at the
bank. Thistemplate allows the users to enter |oan fees, base rate, the percent interest over base rate,
compensating balance requirements, per unit transaction costs, administrative fees, yield on average
ledger balances, and the target profit.

A. Starting the Customer Profitability Template: 'CUSTPRO5

The Customer Profitability Template resides on the Bank Management CD ROM, under the name
“ICUSTPRObS.xIs.” After starting the Excel program, the template may be accessed by the File,
Open command.

B. Building the ICUSTPROS5 Template.

The CUSTPROS template does not require “building.” Y ou can begin entering data as soon as you
|load the spreadsheet. Be sureto SAVE THE FILE WITH A DIFFERENT NAME or you will
overwrite the |CUSTPROS template.

C. Entering Historical Data in the ICUSTPROS5 Template

The !CUSTPROS Template is a bit different in format from the other templates. Going down the
worksheet, the financial statements shown are the: 1) Loan agreement, 2) Loan and Deposit Activity,
3) Transaction Expenses, 4) Revenues and 5) Target profit sections. This template follows the
example given in Chapter 18 of the Bank Management text. Moving from left to right, the
worksheet statements consist of four columns. In the top of the spreadsheet, under the Loan
agreement and Loan and Deposit Activity sections only enter dataiin the H column. Most vauesin
the H column are parameters necessary to evaluate the case. Under the Expenses heading you will
find the four columns: 1.) “# items’ - the number of transaction items, 2) “$ per “ - the dollar cost,
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cost of the item, and 4) “Total” - summary sub totals ET ;l'ﬁ — z | |5OEDD?D :
of theindividual accounts such as*”Total transaction 1| Banken Industrics
exp.” in row 53 i Customer Profitability Analysis a—

5 |Lonn agreement
Look at the first entry in the first historical year, cell |5 S e QRTTT
H5 “Line of Credit”. Noticethat thiscell isblueor a [Fs| e 2 o0r
different color than the cellsin columns H and | E re:e‘m" e > ;”1::;
below the “Expense” section. Any bluecell inthe | .:fil”fi‘l“.!f.; e > nasow
spreadsheet indicates that the user may enter IS Horteciiy o
information into that cell. If you attempt to enter g 7 fnctunlborowing 200
datainto a black cell, Excel will “beep” and prompt 19| Total Comp Bol Reg. 232,000
with “Protected cell” to which you must respond by EL Loan ond Depocit Acuiity: —dan.1-Ma
pressing {Enter}. TRk R ——

25 Rizk expense [annual e L » 1.00%
Asyou enter data you will note that total figures, 25 g:g;;g%;;ﬂir e do. T s
such as “ Contractual interest rate,” need not be 25 Beqiredrecere i s 1000
entered. After entering datainto all of the SL| weigh rg. ot dabt - T
appropriate cellsin column F, G, and H of the 3B woigh marg. costafdobt ey GaE
worksheet, verify your work. If you made a data 5 o — ———
entry mistake, ssimply go to the errant input cell, 52| Demand Deposic wae_m—4 o oas sao
reenter the correct number. Note that occasionaly B E:::::;ti:ems 15:933 012 13072
account totals displayed will not sum due to T e PR £ G50 11550
rounding. — = _

Note that information on the spreadsheet below the “ Revenue - Expenses - Target Profit” cell
(approximately row 83) are programming instructions for the template and should be ignored,
but not erased, by the user.

D. Entering Pro forma Data in the \CUSTPRO5 Template

The 'CUSTPRO template does not alow for pro forma anayss.

E. Additional Program Features

1. Changing protected values

Changing protected cells should not be attempted by the novice user, nor by anyone unfamiliar with
the detailed relationships among financial statement accounts. If you are daring, you may selectively
disable the protection of cells. Thiswill alow you to enter adifferent formula or asimple constant in
place of the existing formula. In general, it is safe to replace a formula with a number (constant)
provided of course that the number isinitialy correct and that you change it if later changes
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elsewhere on the spreadsheet make the number inappropriate. Thus, changing aformulato a
constant means that you must manually reenter the cell value when it is no longer correct.

2. Other templatesfor Customer Profitability analysis

Using the ' CUSTPROS file discussed above, one Bank Management example has been computerized
and saved as accessible Excel worksheet. The files dealing with Customer Profitability Loan Pricing
anaysisinclude:

File Name Description

ICUSTPRO5S Customer Profitability and Loan pricing template for use with any
' bank. Does not contain any actual data.

Spreadsheet containing data for the Customer Profitability and Loan
Cust Prof - Banken Ind Pricing example presented in Chapter 18 (using the CUSTPRO5.xIs
template).

This spreadsheet may be used as the starting point for sensitivity analysis involving different
assumptions than those discussed in the Instructor’s Manual. Since the example information has
been entered aready, the student can spend more time answering “what if?" questions and in making
more informed investment and financing decisions.

XI. Southwest Trading Template: SWtrad2002.xls

The Southwest Trading Template, “SWtrad2002.xIs,” is an Excel spreadsheet designed to smulate
the Southwest Trading loan case in Chapter 16 of the text. Specificaly, the user may input
assumptions about various parameters and examine the impact on various financial statements.

A. Starting the Southwest Trading Company Template

The Southwest Trading Company Template resides on the Bank Management CD ROM, with the
name “SWtrad2002.xIs.” After starting the Excel program, the template may be accessed by the File,
Open command. The SWtrad2002.xls worksheet will be retrieved and you are ready to begin
entering data.
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B. Using the SWtrad2002.xls Spreadsheet

The Southwest Trading Spreadshest is

.. . . Southwest Trading Company
divided into nine (9) worksheets or tabs:
A ti :
SOUthweStl I nC'! Bal b CaShFIOW! I nV., éi:tn:)?lGoor:jjs Sold 63.00% of sales
Collateral, S& Usesgr, WC, and ROE. Days AR 48.00 Days
nventory turnover 3.00 times
All of the pro forma parameters have been Days Accts Pay 28.00 Days
: 2002 2003 2004 2005+

enteraj In the SOUthweSt Sheet or tab Pro Sales Projections $275,000 $675,000 $800,000 $900,000

I i G&AE $70,000 $100,000 $120,000 $120,000
forma results are listed in the Inc., Bal., e, oo % % ©
CaShFIOWa InV., and CO”aIeraJ Sheets Selling expenses 12.00% of sales

1 1 D iati 10 yr. straight line

The Inc. sheet contains al income " 54,000

statement data while the Bal. sheet
contains all balance sheet data. The CashFlow sheet contains pro forma data for the statement of
changes while Inv. is an inventory worksheet. The Collateral sheet contains a summary of
Southwest’ s borrowing base and the S& Uses gr. is agraphic of the sources and uses of funds over
the life of the loan. This graphic is complicated but quite useful in allowing students to “see” the use
of the loans proceeds. We encourage you to study this graph before presenting it. The WC sheet is
agraphic of working capital needs while the ROE sheet is agraphic of ROE over the life of the
loan.

At the top of the Southwest worksheet in rows 4 through 17 are the parameters which drive the
model. To change an assumption, simply enter the value of the new parameter in the appropriate cell
and press{Enter}. Thischange will be reflected dmost in al of the financial statements on the
worksheet.
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Southwest Trading Company |

Pro Forma Income Statement
06/30/02 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06  12/31/07

Sales $0 $275,000 $675,000 $800,000 $900,000 $900,000 $900,000
Cost of Goods Sold $0 $173,250 $425250 $504,000 $567,000 $567,000 $567,000
Gross Margin $0 $101,750 $249,750 $296,000 $333,000 $333,000 $333,000
Selling & Administrative $0 $33,000 $81,000 $96,000 $108,000 $108,000 $108,000
G&A Expenses $0 $70,000 $100,000 $120,000 $120,000 $120,000 $120,000
Depreciation $0 $14,750 $29,500 $29,500 $29,500 $29,500 $29,500
Other $0  $30,000 $0 $0 $0 $0 $0
Total Operating Expenses $0 $147,750 $210,500 $245500 $257,500 $257,500 $257,500
Earnings Before Taxes $0  ($46,000) $39,250 $50,500  $75,500  $75,500 $75,500
Taxes @ 34% $0 $0 $0 $14,875 $25,670 $25,670 $25,670
Net Income $0  ($46,000) $39,250 $35,625 $49,830 $49,830 $49,830
Taxable Income $0  ($46,000) ($6,750) $43,750 $75500  $75,500 $75,500
Average Daily Sales $1,507 $1,849 $2,192 $2,466 $2,466 $2,466

Southwest Trading Company

Pro Forma Balance Sheet
06/30/02 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07

Cash $20,000 $20,000 $20,000 $20,000 $20,000 $20,000 $20,000
Accounts Receivables $0  $72,329 $88,767 $105,205 $118,356 $118,356 $118,356
Inventory $130,000 $115500 $141,750 $168,000 $189,000 $189,000 $189,000
Gross Fixed Assets $295,000 $295,000 $295,000 $295,000 $295,000 $295,000 $295,000
less Accumulated Dep. $0 $14,750 $44,250 $73,750 $103,250 $132,750 $162,250
Net Plant and Equipment $295,000 $280,250 $250,750 $221,250 $191,750 $162,250 $132,750
Total Assets $445,000 $488,079 $501,267 $514,455 $519,106 $489,606 $460,106
Accounts Payable $0  $24,356 $34,636  $40,677  $45,107  $43,496 $43,496
Notes Payable $90,000 $90,000 $90,000 $90,000 $90,000 $90,000 $90,000
Equity $235,000 $189,000 $228,250 $263,875 $313,705 $363,535 $413,365
Total Liabs & Eq. $325,000 $303,356 $352,886 $394,552 $448,812 $497,031 $546,861
Loan Needs (mkt. sec's.) $120,000 $184,723 $148,382 $119,904  $70,294 ($7,425) ($86,755)
Total Liabs & Eq. $445,000 $488,079 $501,267 $514,455 $519,106 $489,606 $460,106

including new loan needs

Change in Loan Needs $120,000  $64,723 ($36,341) ($28,478) ($49,609) ($77,719) ($79,330)
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Pro Forma Cash Budget

06/30/02 12/31/02  12/31/03  12/31/04  12/31/05 12/31/06 12/31/07
Cash Sales
Net Sales $0 $275,000 $675,000 $800,000 $900,000 $900,000 $900,000
less Change in A/R $0  ($72,329) ($16,438) ($16,438) ($13,151) $0 $0
Total Cash Receipts $0 $202,671 $658,562 $783,562 $886,849 $900,000 $900,000
Cash disbursements
COGS $0 ($173,250) ($425,250) ($504,000) ($567,000) ($567,000) ($567,000)
less change in Inventory ($130,000) $14,500 ($26,250) ($26,250) ($21,000) $0 $0
plus change in A/P $0 $24,356 $10,279 $6,041 $4,430 ($1,611) $0
Total Cash Purchases ~ ($130,000) ($134,394) ($441,221) ($524,209) ($583,570) ($568,611) ($567,000)
Total Operating Expenses $0 ($147,750) ($210,500) ($245,500) ($257,500) ($257,500) ($257,500)
plus Depreciation $0 $14,750 $29,500 $29,500 $29,500 $29,500 $29,500
less Taxes Paid $0 $0 $0  ($14,875) ($25,670) ($25,670) ($25,670)
Total Cash Disbursements ($130,000) ($267,394) ($622,221) ($755,084) ($837,240) ($822,281) ($820,670)
Cash Flow from Operations ($130,000) ($64,723) $36,341 $28,478 $49,609 $77,719 $79,330
Capital Expenditures ($295,000) $0 $0 $0 $0 $0 $0
Change in Stock and LTD $325,000 $0 $0 $0 $0 $0 $0
Change in loan needs $120,000  $64,723  ($36,341) ($28,478) ($49,609) ($77,719) ($79,330)
Change in Cash $20,000 $0 $0 ($0) $0 $0 $0
Southwest Trading Company
Pro Forma Inventory Schedule
06/30/02 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07
Beginning Inventory $0 $130,000 $115500 $141,750 $168,000 $189,000 $189,000
Purchases $130,000 $158,750 $451,500 $530,250 $588,000 $567,000 $567,000
Goods Available for Sale $130,000 $288,750 $567,000 $672,000 $756,000 $756,000 $756,000
Cost of Goods Sold $0 $173,250 $425,250 $504,000 $567,000 $567,000 $567,000
Ending Inventory $130,000 $115,500 $141,750 $168,000 $189,000 $189,000 $189,000
Southwest Trading Company
Pro Forma Collateral Schedule
06/30/02 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07
Collateral Schedule
Cash $20,000 $20,000 $20,000 $20,000 $20,000 $20,000 $20,000
Accounts Receivable @ 75° $0 $54,247 $66,575 $78,904 $88,767 $88,767 $88,767
Inventory @ 75% $97,500 $86,625 $106,313 $126,000 $141,750 $141,750 $141,750
Building (historical cost 80%) $236,000 $236,000 $236,000 $236,000 $236,000 $236,000 $236,000
Total available $353,500 $396,872 $428,888 $460,904 $486,517 $486,517 $486,517
Loan from the bank $120,000 $184,723 $148,382 $119,904 $70,294 ($7,425) ($86,755)
Excess over loan (deficit)y  $233,500 $212,149 $280,506 $341,000 $416,223 $493,942 $573,272
Coverage Ratio 2.95 x 2.15x 2.89 x 3.84 x 6.92x  #N/A #N/A
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Working Capital Loan Needs for
Southwest Trading Company
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' $39,447
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Return on Equity and Return on Assets

40.00%
30.00% - /\/‘\"
20.00%

10.00% - B
- 0.00% / 1 1
S 6/30/2002 12/31/2002 12/31/2003 12/31/2004 12/31/2005
T -10.00% - .
o Year Ending
S
S .20.00%
-30.00% -
—— —-—
-40.00% / ROE ROA
-50.00%
-60.00%

By using the templates and cases included with this manual, much more time can be devoted to
evaluating the numbers rather than entering data and cal culating the values needed to complete the
analysis. “What if” scenarios can be performed rather than just talked about.

There are atotal of 20 computer spreadsheet filesincluded. Additiona case datafiles are available
through the Dryden Case Series (http://koch.swcollege.com). There are 6 templates addressing:
Credit Analysis, Evaluation of Bank Performance, Duration Gap analysis, Funding GAP analysis,
Risk-Based Capital calculations, and Customer Profitability and Loan Pricing Analysis. The
remaining files contain actual data entered into one of the blank templates.
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