Bank & Financial Institution Modeling:
– Certification Quiz Questions
Module 2 – Bank Operating Model
1. You are building a 3-statement projection model with Base, Upside, and Downside
Scenarios for a commercial bank in a developed country. The Base and Upside cases
assume modest, steady GDP growth, while the Downside case assumes a 2-year recession
followed by a recovery. The screenshot below shows the key assumptions:

What is the MAIN problem with these assumptions?
a. The assumed GDP growth rates are not different enough in the different cases.
b. The bank’s Lending Market Share grows far too rapidly in all the cases, and the
historical data doesn’t support these projected growth rates.
c. The Net Charge-Offs and Provisions for Credit Losses as percentages of Average
Loans should *increase* in the recession years of the Downside case.
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d. In the Base and Upside cases, the Net Charge-Offs and Provisions for Credit Losses
should increase to significantly higher levels.
e. All of the above.

2. You are analyzing a bank’s Net Charge-Offs, Non-Performing Loans, and Reserves in a 3statement projection model. The screenshot below shows a summary of the model:

Which of the following conclusions might be reasonable, based on these metrics and
ratios?
a. The bank is over-provisioning for expected Charge-Offs in the projection period.
b. The bank’s Non-Performing Loans as a % of Gross Loans rise to a concerning level by
the end of the projection period.
c. The projection methodology for the Non-Performing Loans is questionable because
they don’t necessarily trend with the Allowance for Loan Losses.
d. The bank’s Allowance for Loan Losses may be increasing to too high a level over the
projection period.
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3. You’re still working on the same 3-statement projection model for a bank described in the
previous questions. How would you expect the Yields, Spreads, and Interest Rates to
differ in the different cases?
a. The benchmark rate, such as LIBOR or the Federal Funds Rate, will be lowest in the
Downside case and higher in the other cases since central banks tend to cut rates
during recessions and increase rates when the economy expands.
b. The Yields on Interest-Earning Assets will be higher in the Base and Upside cases.
c. The Yields on Interest-Earning Assets will be about the same in all the cases, but the
Interest Rates paid on Interest-Bearing Liabilities will be lowest in the Downside
case.
d. The Spreads against the benchmark rate will rise over time for both Interest-Earning
Assets and Interest-Bearing Liabilities.

4. You are completing the Cash Flow Statement projections for a commercial bank. To
determine the “Change in Loans” item under Cash Flow from Operations, you do NOT link
to the Gross Loans figures on the Balance Sheet, but to the Gross Loans Prior to Net
Charge-Offs on a separate schedule.
Your co-worker sees that and claims that it’s incorrect. Who’s right?
a. The co-worker is right – you should link to Net Loans on the Balance Sheet instead.
b. You’re right – since Net Charge-Offs affect both the Allowance for Loan Losses and
Gross Loans on the Balance Sheet, they cancel out, and only the Loan Additions and
Provisions for CLs affect the Net Loans figure.
c. You’re right – Net Charge-Offs show up as a separate line item on the Cash Flow
Statement, so if you linked to Gross Loans After Charge-Offs, you’d be doublecounting.
d. The co-worker is right – Since the Provision for CLs affects the Allowance for Loan
Losses, and Loan Additions and Net Charge-Offs affect Gross Loans, you must link to
the Balance Sheet figures to reflect everything.
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5. You are building a 3-statement projection model for a bank with a 13% Targeted CET 1
Ratio. To project the bank’s Dividends, you first multiply this 13% by the bank’s RiskWeighted Assets to determine its Minimum CET 1.
Then, you compare that figure to the bank’s CET 1 prior to Dividends, Stock Issuances, and
Stock Repurchases in the year (“Available CET 1”). If that figure exceeds the Minimum CET
1, the bank issues Dividends.
Each year in the model, the bank issues Dividends equal to Available CET 1 minus
Minimum CET 1. Despite that, its CET 1 Ratio increases to 17% over time, far above the
13% target. What might explain this result?
a. To calculate the Minimum CET 1, you are linking to the Beginning Risk-Weighted
Assets rather than the Average RWA to avoid circular references.
b. The bank issues a significant amount of Stock via follow-on equity offerings in the
projected years.
c. The bank sharply reduces its Stock Repurchases below historical levels in the
projected years.
d. All of the above.

6. You are attempting to estimate a bank’s Liquidity Coverage Ratio (LCR). The bank
discloses the LCR percentage, but not the calculations that go into it. However, the bank is
a small, pure-play firm with a simple Balance Sheet that includes mostly Cash and Loans
on the Assets side, and mostly Deposits and a small amount of Debt on the Liabilities &
Equity side.
You estimate the LCR based on Liquid Assets and Net Cash Outflows linked to a 10%
Deposit Run-Off Rate and 50% of Lease and Installment Credit repayments:
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What is the MOST LIKELY reason why your estimate for the LCR differs significantly from
the company-reported LCR?
a. The company has additional Liquid Assets, such as certain Loans or Derivatives, that
increase the numerator of the LCR.
b. The company is projecting its Net Cash Outflows in the “stressed 30-day period”
based on its full Cash Flow Statement, not just the items shown here.
c. The company might be assuming a lower Run-Off Rate for its Deposits, or it might be
excluding a portion of its Total Deposits from the figure.
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d. The percentage of Qualifying Lease and Installment Credit repayments may be
significantly lower than the 50% assumed here.

7. This same company also discloses very little information about its Net Stable Funding
Ratio (NSFR) – just the percentage, but not the calculations that go into it. To make
estimates, you’ve set the Available Stable Funding (ASF) equal to the bank’s Total
Regulatory Capital plus its Total Deposits, discounted by a small percentage for shorterterm accounts.
Then, to estimate its Required Stable Funding (RSF), you’ve included all Off-Balance Sheet
Assets, a percentage of Net Loans with maturities of under one year, a percentage of Net
Loans with maturities of over one year, and all other On-Balance Sheet Assets. You’ve also
weighted each item by an Adjustment Factor, such as 65% or 85%.
You have also subtracted the Encumbered Net Loans from the Total Net Loans before
including their contribution to Required Stable Funding.
What is INCORRECT about these calculations for the Net Stable Funding Ratio?
a. In the Available Stable Funding number, you should use the bank’s CET 1, not its
Total Capital.
b. You should use only a smaller portion of the bank’s Total Deposits in the ASF number
since some of the Deposits are shorter-term and not truly “stable.”
c. You should not subtract Encumbered Net Loans in the RSF calculations; the bank still
needs funding to back them up.
d. It is incorrect to include PP&E, Other Intangible Assets, and Deferred Tax Assets in
the RSF calculation since they do not relate to the bank’s core lending business.
e. Nothing is “wrong,” necessarily, but your estimate might be off because the
Adjustment Factors are difficult to figure out unless the company discloses its
calculations.
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8. When calculating the summary statistics in a bank operating model, you notice that the
Return on Equity (ROE) and Return on Tangible Common Equity (ROTCE) both increase
over time, while the Return on Assets (ROA) and Return on Tangible Assets (ROTA)
decrease slightly over time. Which of the following statements correctly explains this
result and the implications for the bank’s regulatory capital ratios?
a. You didn’t tie Dividends to the Targeted CET 1 Ratio; therefore, ROA and ROTA both
decline when they should increase.
b. It means that Non-Interest-Earning Assets increase by more than Interest-Earning
Assets, but it does not make a predictable impact on the regulatory capital ratios.
c. It means that Non-Interest-Earning Assets decrease by more than Interest-Earning
Assets, and it also implies that the bank’s regulatory capital ratios decline.
d. None of the above – it is not possible for ROE and ROTCE to increase as ROA and
ROTA decrease.

9. You’ve finished a 3-statement projection model for a commercial bank, but you get an
odd result at the end: The bank’s final year CET 1 Ratio is highest in the Downside case
and lowest in the Upside case.
Which assumptions MOST LIKELY explain this result, and does this result indicate that
your model is wrong?
a. This happened because of lower Loan Growth in the Downside case but the same
CET 1 Target; it’s not necessarily wrong because the bank’s ROE and ROTCE are also
likely to be lower in the Downside case, which implies lower multiples.
b. This happened because of lower Loan Growth in the Downside case but the same
CET 1 Target; it’s wrong because the bank’s valuation is based on TBV, and its TBV
should always be lowest in the Downside case.
c. This happened because of different CET 1 Targets but similar Loan Growth
assumptions in the different cases; it’s not “wrong,” but it is misleading since the
projected TBV should be lowest in the Downside case.
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d. This happened because of different CET 1 Targets but similar Loan Growth
assumptions in the different cases; it’s incorrect because the assumptions should be
the opposite of these.

10. You are reviewing a bank model summary that one of your Analysts has prepared. Based
on the metrics and ratios below, what might be your TOP question for this Analyst?

a. Why does the Net Loans / Deposits ratio increase to a significantly higher level by
the end of the projection period?
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b. How can this bank maintain such high ROCE, ROTCE, and ROE metrics even as its
Loan Portfolio more than doubles?
c. Why are you assuming that this bank’s CET 1 and other capital ratios stay far above
the minimums, even though the bank could issue more Dividends to boost its
Returns-based metrics?
d. Why do the ROE, ROTCE, and ROCE decrease while the ROA and ROTA both
increase?
e. Why does the IEA/IBL Spread decrease even though it has increased substantially in
the historical period?
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