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Prompt (17 October 2023) What exactly are commercial bank assets? 

GPT-4: Commercial bank assets are resources or items of economic value that a commercial 

bank owns or controls with the expectation that it will provide a future benefit. These assets 

generate income and value for the bank. Here's a breakdown of typical commercial bank 

assets: 

1. Loans: This is often the largest category of assets for most banks. It includes: 

o Commercial loans: Loans made to businesses. 

o Consumer loans: Such as auto loans, personal loans, and student loans. 

o Mortgages: Loans secured by real estate. 

o Credit card receivables: Money owed by credit card users. 

2. Securities: These are financial instruments the bank holds for investment purposes, 

including: 

o Government securities: Such as U.S. Treasuries or other government bonds. 

o Municipal bonds: Debt securities issued by states, municipalities, or counties. 

o Corporate bonds: Debt securities issued by companies. 

o Equity securities: Stocks or shares in companies. 

o Asset-backed securities: Financial securities backed by a loan, lease, or 

receivables. 

3. Cash and Due from Banks: This includes physical cash in the bank's vaults and 

electronic balances held with the central bank or other financial institutions. 

4. Interbank Loans: Short-term loans made to other banks. 

5. Premises and Equipment: This includes the bank's physical buildings, ATMs, 

computer systems, and other equipment. 

6. Overdrafts: Funds provided to account holders who have withdrawn more than their 

account balance. 

7. Foreign Assets: These are assets held in foreign currencies or assets located outside 

the bank's home country. 

8. Other Real Estate Owned (OREO): Properties that the bank has taken ownership of, 

typically due to foreclosure. 

9. Goodwill and Intangible Assets: This might result from acquisitions, where the 

purchase price exceeds the fair value of tangible and identifiable intangible assets 

acquired and liabilities assumed. 

10. Accrued Interest Receivable: Interest that has been earned but not yet received. 

11. Derivatives: Financial contracts whose value is derived from an underlying asset, 

index, or rate. Banks might use derivatives for hedging or trading purposes. 

12. Bank's Investment in Subsidiaries and Associates: If the bank has investments in 

other businesses. 

13. Other Assets: This can be a catch-all category, including items like prepaid expenses, 

tax assets, and other miscellaneous assets. 

It's important to note that while these assets bring in potential earnings and benefits to the 

bank, they also come with risks. For instance, loans come with the risk of default, while 

investments in securities come with market risks. Effective risk management and diversified 

asset allocation are essential for the stability and profitability of the bank. 
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Prompt: What exactly are commercial bank liabilities? 

GPT-4: Commercial bank liabilities represent what the bank owes to others. They are 

obligations that the bank must settle either by transferring economic resources, providing 

services, or fulfilling other commitments. Here's a breakdown of typical commercial bank 

liabilities: 

1. Deposits: The most significant liability for most banks, these are funds that customers 

place with the bank. Deposits can be: 

o Demand Deposits (or Checking Accounts): Customers can withdraw funds 

without notice. 

o Savings Accounts: Accounts that typically earn interest and might have some 

withdrawal restrictions. 

o Time Deposits (or Certificates of Deposit): Deposits held for a fixed term. 

Early withdrawal typically incurs a penalty. 

2. Borrowings: Money that the bank borrows from other financial institutions, often on a 

short-term basis. This category includes: 

o Federal funds purchased (in the U.S.): Short-term borrowings from other 

banks. 

o Repurchase agreements (Repos): Short-term loans where the bank sells 

securities with an agreement to repurchase them later at a higher price. 

o Bank notes and bonds: Longer-term debt issued by the bank. 

3. Accrued Interest Payable: Interest owed by the bank on deposits, borrowings, or 

other liabilities, but not yet paid. 

4. Derivatives Liabilities: If the bank enters into derivative contracts and is in a net 

liability position, it will record this liability. For example, if the bank sold (or wrote) a 

derivative contract and the market moved against it. 

5. Other Liabilities: These can include items like: 

o Accounts payable: Money owed by the bank for goods and services. 

o Deferred tax liabilities: Taxes that are owed but will be paid in the future. 

o Provisions for off-balance sheet commitments: Potential liabilities from 

commitments like letters of credit or loan commitments. 

6. Subordinated Debt: A type of borrowing that ranks below other liabilities in terms of 

claim to assets. In the event of liquidation, subordinated debt is paid after other debts. 

7. Due to Other Banks: Funds that the bank owes to other banks, often arising from 

interbank lending or transactions. 

8. Other Borrowed Funds: This can include other forms of short-term and long-term 

borrowings not previously specified. 

9. Bank's Obligations from Issued Securities: If the bank issues securities like 

commercial papers or other instruments, the outstanding amount would be a liability. 

10. Bank's Acceptances: These are short-term credit instruments, similar to a post-dated 

check, that the bank promises to pay on behalf of a customer at a future date. 

Liabilities provide a bank with the funds it needs to create loans, invest in securities, and 

cover its operating expenses. The difference between the interest rate the bank pays on these 

liabilities (like interest on savings accounts) and the rate it earns on its assets (like interest on 

loans) is a primary source of the bank's profit. However, just as with assets, liabilities come 

with risks. Managing the maturity and interest rate profiles of liabilities is essential for a 

bank's liquidity and profitability. 
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Prompt: Is bank equity the same thing as the difference between assets and liabilities ? 

GPT-4: Yes, in the context of banking (as well as in general accounting for businesses), a 

bank's equity (often called shareholders' equity or owner's equity) is the difference between its 

assets and liabilities. It represents the residual interest in the assets of the bank after deducting 

liabilities. 

The basic accounting equation is: Assets=Liabilities+Equity      Assets=Liabilities+Equity 

From the equation, you can derive: Equity=Assets−Liabilities    Equity=Assets−Liabilities 

Bank equity provides a cushion against losses, and a higher equity position typically indicates 

a more financially stable and resilient bank. It consists of items like common stock, retained 

earnings, additional paid-in capital, and sometimes other comprehensive income. 

It's important for a bank to maintain an adequate level of equity to absorb potential losses and 

to meet regulatory capital requirements. 

 


