06-10A

ANSWERS TO WEEK 10A EXERCISE ON BANK CAPITAL

	Balance Sheets with Asset Sales
	Balance Sheets with Fed Borrowing (B)

	Case 1:  Asset Sales at .95 imply (BV =
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GAAP

          A    68.4                  Dep    55

                                          Sub Debt    10

                                          TNW    3.4

          A    65                      Dep    55

                                           Sub Debt  10

                                           TNW   0
	          A    100                  Dep    55

                                          B   30

                                          Sub Debt    10

                                          TNW    5

MVA

          A    95                      Dep    55

                                           B    30

                                           Sub Debt  10

                                           TNW   0

	Case 2:    (BV =
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GAAP

          A    66.7                  Dep    55

                                          Sub Debt    10

                                          TNW    1.67

          A    60                      Dep    55

                                           Sub Debt  10 (?)

                                           TNW   -5 (?)
	          A    100                  Dep    55

                                          B   30

                                          Sub Debt    10

                                          TNW    5

MVA

          A    90                      Dep    55

                                           B   30

                                           Sub Debt  5

                                           TNW   0

	Case 3: (B =
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GAAP

          A    62.5                  Dep    55

                                          Sub Debt    10

                                          TNW    -2.5

          A    50                      Dep    55

                                           Sub Debt  10 (?)

                                           TNW   -15 (?)

                                           (FDIC -5)
	          A    100                  Dep    55

                                          B   30

                                          Sub Debt    10

                                          TNW    5

MVA

          A    80                      Dep    55

                                           B   30

                                           Sub Debt  0

                                           TNW   0

                                           FDIC   -5


*Query:  Why would sub-debtholders be likely to covenant the bank's use of Fed borrowing?
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