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This course focuses on:

1) The financial analysis of bank-like financial institutions, including thrifts, mortgage banks, and commercial banks; and 

2) The accounting and disclosure rules for these institutions’ financial instruments, transactions, and risks, including interest rate income and risk, credit losses and risk, fair value accounting for financial instruments, securitizations, special purpose/variable interest entities, derivatives, hedging, and market risk.

The primary goal of the course is to provide students with an understanding of how these institutions’ financial reports provide detailed but imperfect information about their net worth, performance, and risks, particularly in today’s world of complex, structured, value- and risk-partitioning financial instruments and transactions.  

Specifically, bank-like financial institutions’ financial reports reflect a “mixed attribute” accounting model in which the measurement basis is fair value for some positions (e.g., trading instruments), amortized cost for some positions (e.g., deposits), various versions of impaired amortized cost for some positions (e.g., loans), and various hybrids of fair value and (impaired) amortized cost for some positions (e.g., available-for-sale securities).  While this accounting model exists for various understandable reasons, the model reduces the interpretability of summary accounting measures, such as book value and net income, by accounting for these institutions’ interrelated positions differently.  In part to mitigate this problem, these institutions’ financial reports include extensive risk and estimation sensitivity disclosures.  In my experience, careful joint analysis of recognized accounting numbers and these disclosures invariably yields important clues about these institutions’ net worth, performance, and risks. 

While this course is most relevant to students interested in financial institutions, much of the accounting material also pertains to varying extents to other types of firms. For example, many firms securitize their accounts receivable or hedge their commodity, interest rate, or foreign exchange risk using derivatives.

As is evident in the attached course schedule, I interweave the financial analysis of different types of bank-like financial institutions with the accounting and disclosure rules that most directly affect those institutions. This sequence of sessions reflects my belief that a good understanding of an institution’s economics is a prerequisite for evaluating its recognized accounting numbers and financial report disclosures. Throughout the course, I emphasize the use of financial reports for financial analysis purposes rather than technical accounting issues. I note, however, that some of the accounting and disclosure rules that we will cover (especially derivatives and hedging) are inherently complex, and I do not avoid complexity when it is necessary for a good understanding of the topic.  

Prerequisite Courses, Comfort Levels, and Skills: The only prerequisite course is B09.2301, Financial Accounting: A User Perspective. Students who are not entirely comfortable with the material covered in B09.2301 (most importantly, the structure of financial statements, the distinct natures of cash and accrual accounting, the accounting for bad debts on financial assets such as accounts receivable, and the effective interest method of accounting for financial instruments such as debt) should carefully consider the underlined passage in the prior paragraph and ask whether they are willing and able to study the considerably more involved accounting covered in this course.  In addition, I assume students have a working knowledge of basic finance, especially net present valuation and the operation of securities markets, and familiarity with financial reports.  I recommend that students without such familiarity first take either B10.2303, An Integrated Approach to Financial Statement Analysis, or B10.2302, Financial Reporting and Disclosure, even though the topical material covered in those courses is largely unrelated to the material covered in this course.  
Requirements and Grading: There will be three take-home exams (usually cases based on public financial report information) with the following weight in determining your grade and relevant dates:
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weight

out

due

1. interest rate risk, credit risk, and fair value accounting
40%

4/2*

4/16*
2. securitizations and special purpose entities

30%

4/23*

4/30*
3. derivatives, hedging, and market risk


30%

5/7

5/14


* scheduled, may move (see below) 
Take-home exams 1 and 2 will be handed out when I finish the relevant topic, regardless of whether I am on schedule or not.  Be aware that exams 2 and 3 come fairly close together at the end of the term.  

Class participation of the sufficiently above-average productive (a k a “professional”) sort will be rewarded by one-quarter of a letter grade increase. I emphasize that such participation does not require being either an expert or correct; for example, asking good questions at the right time in our progression through the material qualifies. A high volume of participation may or may not be productive.  
Optional Texts and Other Materials: No good, up-to-date textbook exists that covers the course material.  I summarize the most relevant aspects of the course material in my detailed, up-to-date class presentation slides.  I will hand out those slides, as well as problems, cases, and other materials in class.  You may or may not find that these materials suffice.  If not, there are two optional “texts” that I have written for different audiences that you may find useful.  I recommend that you read the portions indicated in the course outline for at least one of these texts, preferably the second.  
The first is relatively up-to-date monograph I wrote for Ph.D. students and faculty primarily interested in conducting research on financial reporting for financial instruments and transactions, Stephen G. Ryan, “Financial Reporting for Financial Instruments,” Foundations and Trends in Accounting, 2011 (actually, I wrote this monograph in mid-2012 and it was published in December 2012).  In the course outline, I indicate the portions of this monograph (referred to as “Ryan Monograph”) that are relevant to each session.  This monograph is posted on NYUClasses (see below).  
The second is the relatively out-of-date book that I wrote for students of this course and working professionals primarily interested in financial analysis of financial institutions, Stephen G. Ryan, Financial Instruments and Institutions: Accounting and Disclosure Rules, 2007, John Wiley & Sons.  I no longer require this book due to the many significant accounting standards issued since I wrote the second edition in mid-late 2006 (most notably FAS 157, 159, 161, 166, and 167).  As revising books is not my favorite task, I am waiting until the FASB finishes (or abandons) its several major ongoing financial instruments projects before writing the third edition.  Despite being out of date, significant portions of this book remain useful because they discuss accounting requirements and financial analysis techniques in considerably more detail than my monograph. In the course outline, I indicate the portions of this book (referred to as “Ryan Book”) that are relevant to each session. 
Overall, the book is a considerably better reference for this course than the monograph.  In the course outline, I describe the differences between the monograph and book for each session. 

I will also hand out various supplemental readings, most importantly, Wells Fargo’ 2013 Form 10-K filing when it becomes available in mid-late February as well as selected excerpts from other financial institutions’ financial reports.  I highly recommend reading and thinking about this financial report material carefully.  In contrast, the other supplemental readings can usually be skimmed. I will also hand out exercises and problems (usually with answers) for the financial analysis and technical accounting topics. While I will only go over a subset of these exercises and problems in class, I highly recommend you work through them all, looking at the answers only after you have made your own attempt.  
The Accounting Standards Codification: To determine how to apply complex accounting requirements to complex transactions of the sort we consider in this course, it is often necessary to consult the source accounting standards.  As of September 2009, the FASB has organized pre-existing accounting standards (from all of the primary sources, not just the FASB) and issues new standards according to the Accounting Standards Codification (ASC).  The ASC is a searchable database with hyperlinks to other relevant GAAP and implementation guidance.  New standards are issued as Accounting Standards Updates (ASUs).  ASUs are prefaced by brief summaries describing their purposes and effects.  Significant ASUs also contain basis for conclusions sections.  
The ASC has strengths and weaknesses relative to the prior system.  On the plus side, putting all of the relevant GAAP into a single, searchable database, with hyperlinks to implementation guidance and examples, significantly simplifies the determination of the required accounting treatments and disclosures for specific transactions.  On the minus side, the ASC does not reliably exposit material in a coherent fashion, in part because it forces each financial reporting topic into the same schema.  It also does not contain the “Basis for Conclusions” sections of pre-existing standards or ASUs that explain what the FASB had in mind in setting financial reporting rules.  Lastly, even after several years of use, I find it very difficult to remember the numbering of the relevant sections of the ASC five-level-deep schema.  
When pre-existing standards exist, in my written materials I generally provide parallel references to those standards and the most relevant sections of the ASC.  Full cross-referencing of pre-existing standards to the ASC is available to Stern accounting students on the codification website, asc.fasb.org, by clicking on Academic Accounting Access and using the username AAA51820 and the password N65MkER.  When speaking in class, I will continue to refer to pre-existing standards’ original numbers. This is not an option for new standards which are issued as Accounting Standards Updates.  
I plan at some point during the class to demonstrate how to use the ASC.  
NYUClasses/Access to Class Materials, Streaming Videos, and Prior Take-Home Exams with Answers: While I will hand out all materials needed for the course in class, I will post the materials that are in electronic form on NYUClasses. These materials include links to streaming videos of each class and prior take home exams with answers. I do not use NYUClasses for other purposes. 

I also post on NYUClasses some optional materials that I do not hand out in class, often academic papers I have written on the topics that were motivated by things I learned from teaching this course.  If you find the condensed discussion of research in my monograph interesting, you might also find the more extensive discussions and empirical analysis in these papers interesting.  
Course Schedule: The tentative sequence of class sessions is attached. Some of the readings and assignments may change over the course of the term. 

Course Schedule (Tentative)
Note: The first two sessions contain a considerable amount of reading that I will not cover in class but that provide highly relevant background for the course. You will get more out of the course if you read this material in the first week or so.  
2/12
Course Overview
Optional Readings: Ryan Monograph, Chapters 1 and 2; Ryan Book, Preface and Chapters 1 and 2.  The book chapters provide better background for this session.
2/19
Traditional Thrifts and Commercial Banks 
Optional Reading: Ryan Book, Chapters 3 and 10. There is no comparable reading in the monograph.
Required Reading: 
Class slides.

When it becomes available in late February (during the next session), we will walk through and discuss the portions of Wells Fargo’s 2013 Form 10-K filing that pertain to the traditional banking activities covered in this section (specific pages to be determined once the filing is available).  We will defer discussion of non-traditional banking activities such as securitizations, variable interest entities, and derivatives until later in the course.  We will ignore non-financial or otherwise extraneous topics throughout the course; in fact, I will not have these portions of Wells Fargo’s report copied.  You should read through this material on your own after we go through it in class.
Note: We will analyze Wells Fargo’s 2013 Form 10-K filing throughout the term; please bring it to every class.

2/26-3/5 (first half)
Interest Rate Risk and Amortized Cost Net Interest Earnings

a) repricing gap and interest rate sensitivity 

b) amortized cost interest (APB 21 [ASC 835-30])

c) analysis of net interest income

d) rate/volume analysis

Optional Readings: Ryan Monograph, Section 2.4, pp. 14-21; Ryan Book, Chapter 4.  The monograph summarizes the most important theory but does not discuss the required disclosures or analysis issues; hence, the book chapter is better.  
Required Readings:

Class slides.

“Historical Yield Curve”, https://fixedincome.fidelity.com/ftgw/fi/FIHistoricalYield
See also the nice yield curve generator at http://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/Historic-Yield-Data-Visualization.aspx
Wells Fargo 2013 Form 10-K filing net interest earnings disclosures and interest rate sensitivity disclosures (specific pages to be determined once the filing is available) and similar disclosures from Washington Federal.
Prepare for class discussion: 
Complete the amortized cost accounting spreadsheet problem to ensure that you understand the operation of amortized cost (effective interest) accounting.

Evaluate and compare the interest rate risk and net interest earnings of Wells Fargo and Washington Federal. 
Note: We will spend half a day during the time slot assigned for this session going over Wells Fargo’s 2013 Form 10-K filing (i.e., when it becomes available and can be copied).  

3/5 (second half)-3/12

Credit Risk and Losses (Primarily on Loans)
a) loss contingencies (FAS 5 and the related literature on the “incurred loss model” [ASC 450-20 and 310-10-S99]) 

Note: The FASB has an outstanding proposed standard to replace the incurred loss model for loss contingencies and other existing financial instrument credit impairment accounting rules (see below and in the next course session) with an expected loss model.  The FASB currently intends to issue a final standard in the second half of 2014.  See the financial instrument credit impairment project summary at http://www.fasb.org/cs/ContentServer?site=FASB&c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=1176159268094
b) impaired loans (FAS 114 and 118 [ASC 310-10 and 40])

c) mortgages held for sale (FAS 65 [ASC 948-10 and 310]) 
d) other loans held for sale (SOP 01-6 [ASC 310-10])

e) transfers of troubled debt instruments (SOP 03-3 [ASC 310-30]) 
Note: Items d and e are related to the next course session as well.

f) concentration of credit risk disclosures (FAS 107, FSP SOP 94-6-1 [ASC 825-10]) 

Optional Readings: Ryan Monograph, Sections 2.5 and 2.6, pp. 21-28, and Chapter 3 through Section 3.2, pp. 29-46; Ryan Book, Chapter 5.  The monograph is somewhat better on the issues underlying FAS 5’s incurred loss model, while the book discusses the financial analysis issues in far more detail.  
Required Readings:

Class slides. 

Loan portfolio, credit risk, and credit losses disclosures in Wells Fargo’s 2013 Form 10-K filing (specific pages to be determined once the filing is available)
Spreadsheet of loan portfolio quality and loss reserve adequacy ratios for Wells Fargo
Prepare for class discussion:
Complete the allowance for loan losses spreadsheet exercise to ensure that you understand how the incurred loss model works for homogenous loan types.
Evaluate the adequacy of Wells Fargo’s allowance for loan losses by type of loan in 2013 using the ratios provided. 
There is no class on 3/19 (Spring Break), which falls in the middle of the following session
3/26-4/2 (first half)
Fair Value and Impairment Accounting for Financial Instruments: Disclosures and Investment Securities

a) Fair value disclosures for financial instruments (FAS 107 [ASC 825-10] and FAS 157 [ASC 820-10]) 

b) Accounting for investment securities, including other-than-temporary impairments of AFS and HTM securities, accretable yield, non-accretable difference, and treatment of economic reversals of impairments (FAS 115 as amended regarding other-than-temporary impairments by FSP FAS 115-1 and FAS 124-1 [ASC 320-10])
Note: The FASB has an outstanding proposed standard to replace the existing classification and measurement guidance for financial instruments, including investment securities.  The FASB currently intends to issue a final standard in the second half of 2014.  See the financial instrument classification and measurement project summary at http://www.fasb.org/cs/ContentServer?site=FASB&c=FASBContent_C&pagename=FASB%2FFASBContent_C%2FProjectUpdatePage&cid=1176159267718#%23
c) We will not discuss the fair value option for financial instruments (FAS 159 [ASC 825-10])
Optional Readings: Ryan Monograph, Chapter 4 through Section 4.3, pp. 65-88 (don’t sweat the equations on pp. 69-73, but try to follow the gist).  Ryan Book, Chapter 6.  The monograph is more up to date and a bit better on the conceptual issues but does not discuss important financial analysis issues such as recasting the income statement to a fair value basis and evaluating gains trading. 
Required Readings: 
Class slides.

Fair value disclosures in Wells Fargo’s 2013 Form 10-K filing (specific pages to be determined once the filing is available)
Prepare for class discussion: 
Citigroup Super Senior CDO Write-downs in 2007 Thought Questions 

Restate Wells Fargo’s 2013 net income to fair value using its FAS 107 disclosures

Work through the impairment accounting numerical exercise with answers.
Evaluate whether Wells Fargo gains traded using AFS securities during 2012 or 2013 using the schema provided
The first take-home exam (interest rate risk and net interest earnings, credit risk and losses, and fair value accounting for financial instruments) will be handed out in class at the end of the session in which the material above is completed or nearly so (which may not be 4/2), and it will be due by the end of class two weeks later.  

4/2 (second half) 
Mortgage Banks

a) Mortgage banking (FAS 65 [ASC 948])

b) Fees and costs (FAS 91 [ASC 310-20])
Optional Reading: Ryan Book, Chapter 7.  There is no comparable reading in Ryan Monograph.
Required Reading: 
Class slides.

Mortgage banking disclosures in Wells Fargo’s 2013 Form 10-K filing (specific pages to be determined once the filing is available).
4/9-4/16
Securitizations

a) main rules (FAS 140 and FAS 166 [ASC 860]) 
b) servicing rights (FAS 156 [ASC 860-50])

Optional Readings: Ryan Monograph, Chapter 5, p. 111-112 and 120-121, and Section 5.2.2, pp. 123-126; Ryan Book, Chapter 8.  The book provides much more detail on all dimensions.
Required Reading: 

Class slides.

Wells Fargo’ 2013 Form 10-K filing securitization footnote (specific pages to be determined once the filing is available).
Prepare for class discussion: “Doral Financial’s Interesting Interest-Only Strips” case in Appendix 8A of Ryan
4/23
Consolidation of Special Purpose/Variable Interest Entities 
a) main rules (FIN 46R and FAS 167 [ASC 810-10])

b) We will not discuss balance sheet presentation of transactions subject to netting agreements (FIN 39 [ASC 210-20]), accounting for related transactions as a unit (EITF 98-15, DIG K1, DIG F6 [numerous separated ASC references]), hybrid instruments (FAS 150 [ASC 480-10], FAS 155 [ASC 815-15], project on liabilities and equity) or financial guarantees (FIN 45 [ASC 460-10]), other topics that are covered in the chapter
Optional Reading: Ryan Book, Chapter 9.  There is no comparable reading in the monograph.
Required Reading: 

Class slides.

Wells Fargo’s 2013 Form 10-K filing variable interest entity footnote (specific pages to be determined once the filing is available).
Prepare for class discussion: JPMC’s Support of its Credit Card Securitization Vehicles in 2009 case

The second take-home exam will be handed out at the end of the end of the session in which the material above is completed (which may not be 4/23), and it will be due by the end of class one week later.  

4/30-5/7 Derivatives, Hedging, and Market Risk
a) Main accounting rules for derivatives and hedging (FAS 133, 138, 149, and 161 [ASC 815]) 

b) SEC market risk disclosure requirements (Item 305 of Regulation S-K [not in ASC])
Optional Readings: Ryan Monograph, Chapter 5, pp. 111-123 (through the end of Section 5.2.1); Ryan Book, Chapters 11 and 12.  The book is far more detailed.
Required Reading: 
Class slides.

Wells Fargo’s 2013 Form 10-K filing derivatives footnote (specific pages to be determined once the filing is available).
Prepare for class discussion: Wells Fargo 2013 Derivatives and Hedging Case

Recommended background preparation: Derivatives, hedging, and market risk questions, problems, and cases

The third take-home exam (derivatives, hedging, and market risk) will be handed out on 5/7 and due at midnight on 5/14.  
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