07-6A Answer key

MF 820

First Week 5 Exercise

Answer Key

a. All-Equity Bank

A= $880K/.08 = $100K*100 = $11 mil.






A 11
NW 11

DN=1.08/.08 = 13.5 years.

b. 



A 11
D 9






NW 2

1) Deposits have the D of a “Par Floater” = 0

2) DN= 11/2 (13.5) – 9/2 (0) = 74.25 years

c. For both banks, asset value would decline to $880K/.10 = $8.8 mil.

1) Market value of First Bank NW declines to $8.8 mil.

2) But Second Bank has a market-value NW of -$0.2 mil.

d. Because it is highly levered.

e. DN= 11/2 (13.5) – 9/2 (DL)

0 =   74.25 – (4.5)DL

DL= 74.25/4.5 = 16.5 years.


