
Deconstructing Bank 
Balance Sheet 

Financial Instruments

Financial Asset 
(debt security)Financial Liability

Issuer Investor

Equity
Financial Asset 

(equity security)

Financial instruments A contract that gives rise to a financial asset in one entity and a 
financial liability or equity instrument in another
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Financial Instruments

Held to maturity

Positive intent and ability 
to hold to maturity

Amortised cost

Trading

Objective of generating 
profits on short term price 

differences

Fair value through P&L

Available for 
sale

Residual category

Fair value through OCI

3

Financial Instruments

4
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Cash & Cash Equivalents

5

Cash & Cash Equivalents

Short term highly liquid investments

Readily 
convertible into 
known amounts 

of cash

Insignificant risk 
of changes in 

value

6
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Repurchase Agreements (Repos)

7

Repurchase Agreements (Repos) - Borrowing

Borrower Lender

2 Repurchase

1 Sale

Collateral 
T-Bond

Collateral
T-Bond

Cash 
12.0m

Cash 
12.1m

A = L + E
 Cash 12.0  Repo 12.0
 Cash 12.1  Repo 12.0

 RE 0.1

8
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Reverse Repurchase Agreements (Reverse Repos)

9

Reverse Repurchase Agreements (Reverse Repos) - Lending

Borrower 
/ seller

Lender / 
buyer

2 Repurchase

1 Sale

Collateral 
T-Bond

Collateral
T-Bond

Cash 
12.0m

Cash 
12.1m

A = L + E
 R. Repo 12.0
 Cash 12.0
 R. Repo 12.0
 Cash 12.1  RE 0.1

10
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Securities Borrowed and Loaned

11

Receivables

12

© 2022 Financial Edge Training 6



Receivables/Loans

13

Loans Receivable

14
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Financial Instruments Owned at Fair Value

15

Financial Instruments Owned at Fair Value

Financial 
Instruments 

Owned

Financial 
Instruments 

Sold, But Not Yet 
Purchased

Financial 
instruments 

owned on a long 
basis

Short selling 
activities

16
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Financial Instruments Owned at Fair Value

17

Financial Instruments

Held to 
maturity

Positive intent and 
ability to hold to 

maturity

Amortised cost

Trading

Objective of 
generating profits on 

short term price 
differences

Fair value through 
P&L

Available for 
sale

Residual category

Fair value through 
OCI

18
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Financial Instruments Owned at Fair Value

Level 
1

“Identical 
asset”

Level 
2

“Similar 
asset”

Level 
3

“Discounted 
Cash Flow”

Fair Value 
Hierarchy

19

Deposits

20
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Deposits

Deposits
Loans

Equity

Bank balance sheet

Borrowing clients:
•Corporations
•Retail
•Governments

Depositing clients:
•Corporations
•Retail
•Governments

A commercial/retail bank is a 
direct intermediary

Regulatory 
requirement

Risk 
management

21

Deposits Detail

22
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Payables

23

Payables Income Statement Impact

24
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Financial Instruments Sold but Not Yet Purchased as Fair Value

25

Financial Instruments Sold but Not Yet Purchased in Detail

26
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Selling Short

27

Unsecured Borrowings

28
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Unsecured Borrowings

29

Common Stock and Additional Paid Capital

30
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Issuing New Stock

31

Retained Earnings

32
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Movements Into and out of Retained Earnings

33

Other Equity Accounts

34
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Financial Assets Held at Amortised Cost

Financial Asset

Business model

Cash flow characteristics

‘Hold and collect’

‘Solely payments of principle and interest’

Category Amortized cost

35

Financial Assets Held at Amortised Cost

Portfolio of financial 
assets

Held at amortized 
cost

Initial recognition = 
100,000.0

A     =     L     +     E
 Bonds
 Cash

Interest 
= 10,000.0

A     =     L     +     E
 Cash            RE

Bond portfolio = 
100,000.0

Coupon rate = 10.0%

Held at carrying 
value

Expected loss 
impairment model

36
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Financial Assets Fair Value Through the P&L

Financial Asset

Business model

Cash flow characteristics

Not ‘hold and collect’ or ‘hold to collect 
and sell’

Not ‘Solely payments of principle and 
interest’

Category Fair value through the P&L

37

Financial Assets Fair Value Through OCI

Purchase 
financial asset1

Fair value 
decreases2

Sell financial 
asset3

Fair value changes in the carrying amount of the financial asset 
are recognised in OCI

The cumulative fair value gain or loss recognised in OCI is 
recycled to profit or loss when the financial asset is sold

A = L + E
 Financial asset 100.0
 Cash 100.0

A = L + E
 Financial asset 20.0  OCI 20.0

A = L + E
 Cash 81.0 OCI 20.0
 Financial asset 80.0  RE 19.0

38
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Financial Assets Fair Value Through OCI

Financial Asset

Business model

Cash flow characteristics

‘Hold and collect & sell’

‘Solely payments of principle and 
interest’

Category Fair value through OCI

39

Financial Assets Fair Value Through the P&L

Convertible Bond

Coupon 
Rate

Market 
Rate

2.0%

4.0%

Cash Flow 
Characteristics

Solely Payments of 
Principle & 
Interest? 

40
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Please do not redistribute these materials without the express 
permission of Financial Edge Training.

Please do not redistribute these materials without the express 
permission of Financial Edge Training.

www.FE.training
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