Banks and Other Financial Institutions

CFIN 8-1

THINK CRITICALLY
Handwrite your responses in the space below; 2 sentences each.
1. What are the main activities of the Federal Reserve System?

2. How do depository and non-depository financi al intermediaries differ?

3. To increase the money supply, the Fed would _____
a. lower the discount rate
b. raise the discount rate
c. raise the reserve requirement
d. sell government securities
4. True or False? _____ The first Bank of the United States later became the Federal Reserve System.
5. When creating a national bank, a charter must be obtained from _____
a. the Federal Reserve System
b. a state banking regulatory agency
c. the Comptroller of the Currency
d. the Federal Deposit Insurance Corporation
6. True or False? _____ A life insurance company is an example of a non-depository financial intermediary.
7. A _____ has the primary purpose of lending money for home buying.
a. bank
b. life insurance company
c. credit union
d. mortgage company
8. The monetary policy of the Federal Reserve System refers to _____
a. lending to assist poor countries
b. borrowing by the federal government to pay for public services
c. maintaining an appropriate amount of money in circulation
d. influencing the exchange rate of currencies in different countries
9. Deposits of consumers are protected from loss by the _____
a. Federal Reserve System
b. Federal Deposit Insurance Corporation
c. Comptroller of the Currency
d. World Bank
TEAMWORK
Discuss in pairs or small groups and then write your conclusions below.
10. A wide variety of choices are available as to which financial institution a person or business may use.
In your team, prepare a list of questions that you would ask when choosing among various financial
institutions.

Financial Services
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THINK CRITICALLY
Handwrite your responses in the space below; 2 sentences each.
1. What electronic banking services are commonly available for consumers?

2. What are the main commercial services offered by banks?

3. The electronic banking service that would be used to transfer funds each month for a mortgage is ____
a. direct deposit
b. automatic bill payment
c. point-of-sale payment
d. prepaid debit card
4. True or False? ____ Using a debit card is similar to writing a check.
5. An example of a commercial banking service is ____
a. a safe deposit box
b. a bridge loan
c. an individual checking account
d. a home equity line of credit
6. True or False? ____ Trust management is a type of electronic banking service.
7. A legal agreement created when one party manages property for the benefit of another is a ____
a. trust
b. safe-deposit box
c. direct deposit
d. debit card
TEAMWORK
Discuss in pairs or small groups and then write your conclusions below.
8. The future of banking is only limited by the imagination of people developing technology. In your group,
create a written description of ways in which people may use banking services in the future.

International Banking
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THINK CRITICALLY
Handwrite your responses in the space below; 2 sentences each.
1. What relationship exists between international trade and global banking activities?

2. What is the purpose of a regional development bank?

3. Early banking activities in ancient civilizations included _____
a. online banking
b. coins made from precious metals
c. checking accounts that earned interest
d. credit cards
4. True or False? _____The World Bank and the International Monetary Fund both provide loans to
countries to stimulate economic development.
5. The organization most likely to meet the local needs of a country when improving its economic situation
would be the _____
a. World Bank
b. International Monetary Fund
c. Organization for Economic Cooperation and Development
d. Regional Development Bank
6. True or False? _____A regional development bank has the main purpose of helping a country
stabilize the value of its currency.
7. Maintaining an orderly system of currency exchange rates is a primary function of the _____
a. International Monetary Fund
b. Federal Reserve System
c. World Bank
d. Organization for Economic Cooperation and Development
TEAMWORK
Discuss in pairs or small groups and then write your conclusions below.
8. Many countries continue to face difficult economic situations. In your team, develop a list of actions
that could be taken to encourage improved business development and expanded economic growth
in various geographic regions.

By The Numbers

Commercial Credit Analysis

Your group represents the loan committee for a local bank. There are three businesses that are applying
for commercial loans from your bank. You must evaluate their financial information and determine
whether to lend each of them the money to finance their expansion. Use the three main ratios that
banks evaluate: Debt Ratio, Loan to Value Ratio (LTV Ratio), and Debt Service Coverage Ratio (DSCR).
SHOW YOUR WORK!

Jimmycrack POPCORN
Business has been popping and this popcorn manufacturer is looking to expand its factory to meet the
growing demand. Your analysis of their financial information has revealed the following data:
Monthly Income:
Loan Principal:
Net Operating Income:

$5,250
$42,000
$105,000

Monthly Debt:
Market Value:
Total Debt Service:

$2,500
$50,000
$99,000

Debt Ratio (<40%)

LTV Ratio (>60%)

DSCR (>1.0)

(Debt/Income)

(Principal/Market Value)

(Net Operating Income/Total Debt Svc)

Based on these ratios, would you lend money to this business? Why or why not?

Mammoth Movie Theater
The local multiplex is looking to add more movie screens and an IMAX theater. Your analysis of their
financial information has revealed the following data:
Monthly Income:
Loan Principal:
Net Operating Income:

$9,000
$62,000
$85,000

Monthly Debt:
Market Value:
Total Debt Service:

$3,000
$115,000
$74,000

Debt Ratio (<40%)

LTV Ratio (>60%)

DSCR (>1.0)

(Debt/Income)

(Principal/Market Value)

(Net Operating Income/Total Debt Svc)

Based on these ratios, would you lend money to this business? Why or why not?
OVER

Handy Hal’s Lumber Yard
The owner of this business expects the economic recovery to bring renewed success to the building
industry, especially for the do-it-yourself market. They want to build a new store to position themselves
for this growth. Your analysis of their financial information has revealed the following data:
Monthly Income:
Loan Principal:
Net Operating Income:

$4,500
$125,000
$41,000

Monthly Debt:
Market Value:
Total Debt Service:

$1,900
$170,000
$30,000

Debt Ratio (<40%)

LTV Ratio (>60%)

DSCR (>1.0)

(Debt/Income)

(Principal/Market Value)

(Net Operating Income/Total Debt Svc)

Based on these ratios, would you lend money to this business? Why or why not?

If your bank could only lend to one of these businesses, which one would you choose? Why?

