
2nd Year Problem #1 
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II Due Date: October 1, 2020 

VBA SCHOOL OF BANK MANAGEMENT 

Financial Management II/ALCO Professor: Brad E. Schwartz 

Home Study Problem Due date: October 1, 2020 

This is an individual assignment. You are to work on the assignment alone and not 
discuss the questions, or potential answers, with colleagues in the program.  Any 
evidence of shared work will be considered an honor violation (i.e., cheating) and 
will result in a zero and VBA notification.  You can reach me by email with any 
questions prior to October 1st at Brad.Schwartz@Townebank.net. 

Using the attached sample ALCO package report on Sample Bank, answer the following 
questions as if you are preparing to submit your answers to the ALCO committee.  Your 
submission should be a minimum of two pages and a maximum of four pages, double-
spaced, prefer a 12 point font.  Concise and direct with supporting details is great. 

Questions 

1. Utilizing the traditional measures of effective GAP and Repricing GAP, is sample 
bank meeting all their ALCO benchmarks?  If not where are they out of policy 
compliance?  What actions/recommendations would you give the committee to 
return sample bank to policy compliance (20 points)

2. Based on the earnings simulation, if rates rise 300 basis points immediately what 
happens to the forecasted return on assets and return on equity? Why does this 
happen? (10 points) NOTE:  If you have already completed the paper at 300 
basis points, submit that. If you haven't, please write it at 400 basis points.

3. What change in forecasted interest rates, up or down or no change, improves 
earnings the most on a 12 month horizon? (10 points)

4. What change in forecasted interest rates, up or down or no change, improves 
earnings the most on a 24 month horizon? Why is the 13-24 month earnings 
forecast lower than the first 12 month forecast, could it have something to do with 
having longer term assets than liabilities?  Explain.  (20 points)

5. You have been hired as the new CFO of Sample Bank to improve their financial 
condition and to prepare them for an expected rise in interest rates.   Based on the 
limited information you have in your report detail at least four actions you would 
take to improve the balance sheet and rate sensitivity of our new bank with limited 
negative or hopefully a positive impact on the current profitability and the 
happiness of your shareholders. (40 points)

kreid
Highlight




















