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C o n f i d e n c e - S e n s i t i v e Funds and C o n t i n g e n c y P l a n n i n g 

A c o m m e r c i a l bank o b t a i n s the b u l k of i t s l e n d i n g r e s o u r c e s 

f rom i t s d e p o s i t o r s and s h o r t - t e r m c r e d i t o r s . D e p o s i t o r s a r e i n p a r t 

p r o t e c t e d a g a i n s t l o s s by government i n s u r a n c e . However , amounts i n 

e x c e s s of t he F e d e r a l D e p o s i t I n s u r a n c e C o r p o r a t i o n (FDIC) i n s u r a n c e 

l i m i t s and a l l f unds p r o v i d e d by s h o r t - t e r m c r e d i t o r s a r e u n i n s u r e d and 

h i g h l y s e n s i t i v e to the o n g o i n g f o r t u n e s o f t he b a n k i n g b u s i n e s s . 

Any i n f o r m a t i o n s u g g e s t i n g t h a t the s a f e t y o f a bank i s i n 

q u e s t i o n c a n b r i n g a l o s s o f c o n f i d e n c e and a w i t h d r a w a l o f t h e s e 

c o n f i d e n c e - s e n s i t i v e f u n d s . I f l a r g e enough , a w i t h d r a w a l can s u d d e n l y 

f o r c e a bank i n t o an u n a n t i c i p a t e d s e a r c h f o r c a s h . One s o l u t i o n f o r a 

F e d e r a l R e s e r v e Sys tem member bank e x p e r i e n c i n g s u c h a need f o r c a s h i s 

to a p p l y f o r tempora ry a s s i s t a n c e under the F e d e r a l R e s e r v e ' s emergency 

l e n d i n g p r o g r a m . Any a i d g i v e n by t he Fed p r o v i d e s a bank t ime to s o r t 

ou t i t s p rob lems and f i n d a d u r a b l e s o l u t i o n . 

F o r s e v e r a l y e a r s b e f o r e 1974, l i t t l e i m p o r t a n c e had been 

g i v e n to the i d e a t h a t a bank c o u l d l o s e the c o n f i d e n c e o f i t s d e p o s i t o r s 

and c r e d i t o r s . But the e v e n t s o f t he p a s t t h r e e y e a r s — p a r t i c u l a r l y the 

d i f f i c u l t i e s o f New Y o r k ' s F r a n k l i n N a t i o n a l B a n k — p r o v i d e a c l e a r 

r e m i n d e r t h a t s u c h a l o s s i s no t a t a l l i m p o s s i b l e . I n v i e w o f t h i s , 

c o n t i n g e n c y p l a n n i n g f o r m e e t i n g an o u t f l o w o f c o n f i d e n c e - s e n s i t i v e 

f unds wou ld seem to be a m a t t e r o f some s i g n i f i c a n c e to t hose banks t h a t 

f i n a n c e t h e m s e l v e s w i t h a s i z a b l e vo lume o f u n i n s u r e d l i a b i l i t i e s . 

T h i s paper b r i e f l y r e c o u n t s s e v e r a l o f the key f i n a n c i a l 

deve lopmen ts o f 1974, d e s c r i b e s t he c o n t i n g e n c y p l a n n i n g e x e r c i s e 

d e v e l o p e d by t h i s Bank to e n c o u r a g e p l a n n i n g by l a r g e member b a n k s , and 
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then d i s c u s s e s some of the comments r e c e i v e d i n a t r i a l r u n . The A p p e n d i x 

c o n t a i n s a copy o f the e x e r c i s e t o g e t h e r w i t h an i l l u s t r a t i v e e x a m p l e . 

The 1974 C r i s i s 

On F r i d a y , May 1C , 1974 , F r a n k l i n N a t i o n a l Bank c a n c e l e d i t s 

s e c o n d - q u a r t e r d i v i d e n d — t h e f i r s t s u c h a c t i o n by a ma jo r bank s i n c e the 

1930s—and then topped t h i s w i t h a weekend s t a t e m e n t t h a t i t s f o r e i g n 

exchange depar tmen t had l o s t abou t $14 m i l l i o n s i n c e the end o f t he 

s e c o n d q u a r t e r and had p o t e n t i a l l o s s e s of a p p r o x i m a t e l y $25 m i l l i o n . 

U n i n s u r e d d e p o s i t o r s and c r e d i t o r s , a l e r t e d by e a r l i e r marke t s p e c u l a ­

t i o n s on the soundness of F r a n k l i n , r e a c t e d p r o m p t l y and began to w i t h ­

draw s u b s t a n t i a l amounts o f f u n d s . 

H a v i n g been a s s u r e d by the C o m p t r o l l e r o f the C u r r e n c y t h a t 

F r a n k l i n was s o l v e n t , the F e d e r a l R e s e r v e ex tended emergency c r e d i t 

t h rough the d i s c o u n t window to h e l p o f f s e t t hese l o s s e s . T h i s a s s i s ­

t a n c e c o n t i n u e d u n t i l e a r l y O c t o b e r when F r a n k l i n was d e c l a r e d i n s o l ­

v e n t . I t s r e m a i n i n g d e p o s i t l i a b i l i t i e s and an e q u a l amount o f sound 

a s s e t s were i m m e d i a t e l y t a k e n o v e r by the E u r o p e a n - A m e r i c a n Bank and 

T r u s t Company. 

The May 10 announcement came a t a t ime when f i n a n c i a l ma rke t s 

were under s e v e r e p r e s s u r e . B u s i n e s s f i r m s were t r y i n g to f i n a n c e a 

r i s i n g volume o f i n v e n t o r i e s w i t h bank c r e d i t ; banks were t r y i n g to 

s a t i s f y t hese demands w i t h funds f rom the c e r t i f i c a t e of d e p o s i t , E u r o ­

d o l l a r , c o m m e r c i a l p a p e r , and f e d e r a l funds m a r k e t s ; and the F e d e r a l 

R e s e r v e was a t t e m p t i n g to keep t he g rowth o f the money s u p p l y w i t h i n 

d e s i r a b l e bounds . I n t h i s e n v i r o n m e n t , i n t e r e s t r a t e s r o s e to new h i g h s 

w h i l e marke t p r i c e s of f i x e d income s e c u r i t i e s d ropped r a t h e r s u b s t a n ­

t i a l l y a n d , i n d r o p p i n g , f o r c e d banks to t a k e l o s s e s on t h e i r t r a d i n g 
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accoun t s e c u r i t i e s . F u r t h e r , many banks were e i t h e r s u s p e c t e d of o r 

known to be h o l d i n g r e a l e s t a t e l o a n s t h a t a t b e s t were t e m p o r a r i l y 

n o n e a r n i n g , o r a t w o r s t wou ld u l t i m a t e l y l e a d to s u b s t a n t i a l w r i t e - o f f s . 

News o f F r a n k l i n ' s l o s s e s a g g r a v a t e d a d i f f i c u l t s i t u a t i o n . 

Many c r e d i t o r s and l a r g e u n i n s u r e d d e p o s i t o r s s w i t c h e d t h e i r f unds to 

e i t h e r f e d e r a l government o b l i g a t i o n s o r to the t e n o r s o l a r g e s t banks 

i n t he c o u n t r y , f e e l i n g t h a t the s i z e o f t h e s e l a r g e banks and the 

c o n c e r n o f t he f e d e r a l b a n k i n g a u t h o r i t i e s wou ld p r o v i d e r e l a t i v e l y 

g r e a t e r s a f e t y . S m a l l e r banks t h a t had been t a p p i n g the n a t i o n a l marke t 

f o r f unds were s e r i o u s l y a f f e c t e d : some had to pay s u b s t a n t i a l p remiums, 

o t h e r s c o u l d no t bo r row a l l they w a n t e d , and a few, i t i s r u m o r e d , c o u l d 

no t o b t a i n f unds a t a l l . 

The p o s s i b i l i t y t h a t o t h e r banks wou ld e x p e r i e n c e l i q u i d i t y 

p rob lems r a i s e d q u e s t i o n s w i t h i n the F e d e r a l R e s e r v e c o n c e r n i n g i t s 

i n f o r m a t i o n abou t the f i n a n c i a l p o s i t i o n o f b a n k s . What banks were 

l i k e l y t o e x p e r i e n c e a l o s t o f d e p o s i t o r c o n f i d e n c e ? I f c a s h o u t f l o w s 

d e v e l o p e d , how much a s s i s t a n c e wou ld be r e q u i r e d if the F e d e r a l R e s e r v e , 

f o r what l e n g t h o f t i m e , and w i t h what t y p e s o f c o l l a t e r a l ? 

I n an a t t e m p t to o b t a i n b e t t e r i n f o r m a t i o n , s t a f f members a t 

the F e d e r a l R e s e r v e Bank o f M i n n e a p o l i s asked the l a r g e r banks i n the 

N i n t h D i s t r i c t abou t t h e i r c o n t i n g e n c y p l a n s f o r m e e t i n g u n a n t i c i p a t e d 

w i t h d r a w a l s o f c o n f i d e n c e - s e n s i t i v e f u n d s . The r e s p o n s e s i n d i c a t e d t h a t 

p l a n n i n g was w e l l d e v e l o p e d i n o n l y a s m a l l m i n o r i t y o f c a s e s . 

T h i s wou ld have been o f l i t t l e c o n c e r n had i t appea red t h a t 

the f i n a n c i a l s ys tem was abou t to r e t u r n to t he r e l a t i v e t r a n q u i l l i t y o f 

t he 1950s and e a r l y 1960s . Such a r e t u r n was o f c o u r s e q u i t e p o s s i b l e , 

bu t no t a t a l l a s s u r e d . I t was f e l t t h e n , as i t i s now, t h a t a l a r g e 
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bank migh t s t i l l on o c c a s i o n l o s e the c o n f i d e n c e o f i t s c r e d i t o r s and 

u n i n s u r e d d e p o s i t o r s because of some e x t e r n a l e v e n t , l i k e the f a l l o f a 

f i n a n c i a l i n s t i t u t i o n i n some o t h e r p a r t o f the c o u n t r y , o r some i n t e r n a l 

d e v e l o p m e n t , s u c h as a d e f a u l t on an i m p o r t a n t g roup o f o u t s t a n d i n g 

l o a n s . As l o n g as c r i t i c a l e v e n t s o f t h i s n a t u r e we re r e a l i s t i c p o s s i ­

b i l i t i e s , c o n t i n g e n c y p l a n n i n g seemed an e s s e n t i a l component o f good 

management. 

The P l a n n i n g E x e r c i s e 

To e n c o u r a g e p l a n n i n g , t h i s Bank d e c i d e d to d e v e l o p a c o n t i n g e n c y 

p l a n n i n g e x e r c i s e . I t was f e l t t h a t the e x e r c i s e c o u l d be most h e l p f u l 

to i n d i v i d u a l u s e r s as w e l l as the M i n n e a p o l i s Fed i f i t p r o v i d e d i n f o r ­

m a t i o n abou t the c o n t i n g e n t d i s c o u n t window demands o f member banks and 

t he p rob lems they wou ld e n c o u n t e r i n m e e t i n g c a s h o u t f l o w s and m a i n t a i n i n g 

the v i a b i l i t y o f t h e i r o p e r a t i o n s . 

W i t h t h e s e needs i n m i n d , s t a f f members a t t h i s Bank d e s i g n e d 

a p l a n n i n g e x e r c i s e , gave i t a t r i a l r u n , and then m o d i f i e d i t i n r e s p o n s e 

to the comments r e c e i v e d ( d i s c u s s e d i n the f o l l o w i n g s e c t i o n ) . I n i t s 

p r e s e n t form i t i s based on the a s s u m p t i o n t h a t a b a n k ' s c o n f i d e n c e -

s e n s i t i v e l i a b i l i t i e s a r e i t s c e r t i f i c a t e s o f d e p o s i t o f $100 ,000 o r 

more (bo th n e g o t i a b l e and n o n n e g o t i a b l e , bu t e x c l u d i n g t h o s e a g a i n s t 

w h i c h p l e d g e d s e c u r i t i e s a r e h e l d ) , f e d e r a l funds p u r c h a s e d on an u n ­

s e c u r e d b a s i s , amounts bor rowed f rom f o r e i g n b r a n c h e s , and funds o b t a i n e d 

t h rough the i s s u a n c e o f c o m m e r c i a l paper by the p a r e n t h o l d i n g company. 

A l l o f t h e s e l i a b i l i t i e s a r e s h o r t - t e r m i n n a t u r e , u n i n s u r e d by t he FDIC 

e x c e p t f o r the f i r s t $40 ,000 of t ime c e r t i f i c a t e s , and u n s e c u r e d by any 

s p e c i f i c p l e d g e o f c o l l a t e r a l . A marked l o s s of c o n f i d e n c e by a b a n k ' s 



- 5 -

d e p o s i t o r s and c r e d i t o r s , a l o s s t h a t a f f e c t e d i t s f o r e i g n b r a n c h e s a s 

w e l l as i t s p a r e n t h o l d i n g company, wou ld s e r i o u s l y i m p a i r i t s a b i l i t y 

to r e f i n a n c e t h e s e d e b t s a t m a t u r i t y . 

The e x e r c i s e c o n s i d e r s two c o n t i n g e n c i e s . The f i r s t i s a 

comp le te r u n o f f o f c o n f i d e n c e - s e n s i t i v e l i a b i l i t i e s f o r a p e r i o d o f s i x 

months . A t t he end of t h i s r u n o f f p e r i o d , s t a b i l i t y i s a c h i e v e d i n t he 

s e n s e t h a t the bank, c a n r e f i n a n c e ( " r o l l o v e r " ) i t s t hen o u t s t a n d i n g 

l i a b i l i t i e s . A r u n o f f t h i s l a r g e c o u l d o n l y t a k e p l a c e i n the most 

u n u s u a l c i r c u m s t a n c e s . I t m igh t o c c u r , f o r e x a m p l e , i f a bank had a 

d e m o n s t r a t e d i n a b i l i t y to g e n e r a t e e a r n i n g s , r e f l e c t i n g poor management, 

and then was c o n f r o n t e d w i t h s i z a b l e l o s s e s on l o a n s , s e c u r i t i e s , o r 

f o r e i g n exchange d e a l i n g s . 

The s e c o n d c o n t i n g e n c y c o n s i d e r e d i s t h a t o f a p a r t i a l r u n o f f 

o f s e n s i t i v e l i a b i l i t i e s . As i n the f i r s t c a s e , the bank l o s e s i t s 

f o r e i g n b r a n c h b o r r o w i n g s and amounts o b t a i n e d t h rough the i s s u a n c e of 

c o m m e r c i a l paper by t he h o l d i n g company p a r e n t . But u n l i k e t he f i r s t 

c a s e , i t e x p e r i e n c e s an o u t f l o w o f o n l y t h o s e c e r t i f i c a t e s of d e p o s i t 

h e l d by " n a t i o n a l " c u s t o m e r s , those l o c a t e d o u t s i d e the N i n t h D i s t r i c t , 

and f e d e r a l f unds p u r c h a s e d f rom n o n c o r r e s p o n d e n t s . A c r i s i s o f t h i s 

d i m e n s i o n m igh t come abou t because of a b a n k ' s p e r f o r m a n c e — f o r e x a m p l e , 

a poo r y e a r l y e a r n i n g s r e p o r t and the o m i s s i o n o f a d i v i d e n d — o r p o s s i b l y 

because o f a l a r g e bank f a i l u r e e l s e w h e r e t h a t s i g n i f i c a n t l y r e d u c e d 

t he c o n f i d e n c e o f a l l h o l d e r s o f u n i n s u r e d l i a b i l i t i e s . 

F o r each of t h e s e c a s e s , the p l a n n i n g e x e r c i s e r e q u i r e s t he 

bank to i n d i c a t e the t i m i n g and magn i tude o f i t s c a s h o u t f l o w s and t he 

amounts i t wou ld o b t a i n to meet t hese o u t f l o w s f r om m a t u r i n g a s s e t s , 

a s s e t s a l e s ( i n n o r m a l l y o p e r a t i n g m a r k e t s ) , and F e d e r a l R e s e r v e b o r r o w ­

i n g . The bank i s a l s o asked to f u r n i s h i n f o r m a t i o n on i t s c o l l a t e r a l 
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f o r b o r r o w i n g s and on the a s s e t s i t w o u l d l i q u i d a t e a t the end o f the 

s i x - m o n t h p e r i o d to r e p a y the F e d e r a l R e s e r v e . F i n a l l y , w i t h the h e l p 

o f t a b l e s s u p p l i e d w i t h the e x e r c i s e , the bank p r o v i d e s e s t i m a t e s o f the 

l o s s e s t h a t wou ld be s u s t a i n e d on a s s e t s a l e s b o t h d u r i n g and a t the end 

o f t he p e r i o d and compares t hese l o s s e s w i t h t he r e s o u r c e s a v a i l a b l e f o r 

a b s o r b i n g them. L o s s e s a r e d e f i n e d as the d i f f e r e n c e between book and 

marke t v a l u e s , where marke t v a l u e s a r e t a k e n to bt- t h o s e o f the c r i s i s 

c o n d i t i o n s o f June 1974 . 

A T r i a l Run 

A f t e r the o r i g i n a l p l a n n i n g e x e r c i s e was d r a f t e d , f i v e l a r g e 

member banks l o c a t e d i n the m e t r o p o l i t a n a r e a of M i n n e a p o l i s - S t . P a u l 

ag reed to t r y i t ou t and s h a r e the q u a n t i t a t i v e r e s u l t s w i t h the F e d e r a l 

R e s e r v e Bank o f M i n n e a p o l i s . They were a l s o i n v i t e d to o f f e r comments 

on t he r e l e v a n c y of t he e n t i r e e x e r c i s e and t he a p t n e s s o f i t s d e s i g n . 

The p r i n c i p a l d i f f e r e n c e s between the o r i g i n a l used i n the 

t r i a l r u n and the v e r s i o n t h a t a p p e a r s i n t he A p p e n d i x a r e i n the t r e a t ­

ment o f l o a n s and the a v a i l a b i l i t y o f c a s h b a l a n c e s . The o r i g i n a l 

i n s t r u c t i o n s asked the u s e r o f the e x e r c i s e to assume t h a t the l o a n 

p o r t f o l i o had no c a s h t h r o w - o f f , t h a t i s , to assume t h a t a l l c a s h f r om 

m a t u r i n g l o a n s had to be employed i n mak ing new l o a n s and was no t 

a v a i l a b l e to h a n d l e l i a b i l i t y l o s s e s . T h i s app roach was t a k e n to g a i n 

c o m p a r a b i l i t y among t he banks t a k i n g p a r t i n the t r i a l and i n the b e l i e f 

t h a t v i r t u a l l y a l l c a s h f r om m a t u r i n g l o a n s wou ld have to be r e i n v e s t e d 

to m a i n t a i n cus tomer r e l a t i o n s . The o r i g i n a l i n s t r u c t i o n s a l s o r e s t r i c t e d 

t he amount of c a s h h e l d i n the fo rm of demand b a l a n c e s w i t h o t h e r banks 

t h a t c o u l d be c a l l e d upon t o meet o u t f l o w s . In Case I, no more than 50 
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p e r c e n t of demand b a l a n c e s were to be u s e d ; and i n Case I I , no more than 

20 p e r c e n t . These r e s t r i c t i o n s r e f l e c t e d the v i e w t h a t a bank wou ld 

rema in f u l l y o p e r a t i o n a l d u r i n g a c o n t i n g e n c y p e r i o d and need at l e a s t a 

p o r t i o n of i t s w o r k i n g b a l a n c e s . 

Th ree o f the banks t h a t took p a r t i n the e x p e r i m e n t o f f e r e d 

d e t a i l e d c r i t i q u e s . One though t t h a t the f u l l r u n o f f c a s e was q u i t e 

u n r e a l i s t i c because i t seened to be based on the i d e a o f a comp le te 

c o l l a p s e o f the f i n a n c i a l s y s t e m . Two of the banks f e l t t h a t t h e r e 

s h o u l d be no r e s t r i c t i o n s on the use of demand b a l a n c e s , and one added 

t h a t c a s h i t e m s i n the p r o c e s s o f c o l l e c t i o n s h o u l d be i n c l u d e d a s a 

s o u r c e o f f u n d s . A l l t h r e e b e l i e v e d t h a t m a t u r i n g l o a n s p r o v i d e d a 

s i g n i f i c a n t f l o w of c a s h t h a t c o u l d be used to meet a d e c l i n e i n l i a ­

b i l i t i e s . One bank s u g g e s t e d t h a t the e x e r c i s e s h o u l d s t a r t f rom a 

b a l a n c e s h e e t t h a t i s an ave rage of s e v e r a l d a y s ' o r w e e k s ' f i g u r e s , 

s i n c e a s i n g l e - d a y b a l a n c e s h e e t q u i t e o f t e n g i v e s a d i s t o r t e d p i c t u r e 

o f a b a n k s ' s t a t u s . And f i n a l l y , one bank put f o r w a r d the i d e a t h a t 

demand d e p o s i t b a l a n c e s i n e x c e s s of the $ 4 0 , 0 0 0 i n s u r a n c e l i m i t s h o u l d 

be c o n s i d e r e d s e n s i t i v e to changes i n c o n f i d e n c e . 

A l l o f t h e s e comments and s u g g e s t i o n s have m e r i t and we re 

g i v e n c a r e f u l r e g a r d . As no ted e a r l i e r , o n l y two of them were employed 

i n r e v i s i n g t he e x e r c i s e . The new i n s t r u c t i o n s now p e r m i t the u s e r t o 

d e t e r m i n e how the c a s h f rom m a t u r i n g l o a n s i s to be t r e a t e d and no 

l o n g e r r e s t r i c t the h a n d l i n g o f demand b a l a n c e s . In i t s r e v i s e d f o r m , 

the e x e r c i s e s h o u l d now p r o v i d e a b e t t e r s t a r t i n g p o i n t f o r banks t h a t 

w i s h to c o n s i d e r the t o p i c of c o n t i n g e n c y p l a n n i n g . And f o r t h o s e 

w i s h i n g to implement p l a n n i n g , the e x e r c i s e can be used a s i t i s o r 

f r e e l y a d a p t e d w i t h e i t h e r the i d e a s g e n e r a t e d i n the t r i a l run t h a t 
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were no t i n c o r p o r a t e d i n the r e v i s i o n o r i d e a s t h a t r e f l e c t s p e c i a l 

needs and c i r c u m s t a n c e s . 
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APPENDIX 

C o n t i n g e n c y P l a n n i n g E x e r c i s e 

The m a t e r i a l t h a t f o l l o w s i s p r e s e n t e d as one means o f g a i n i n g 

a more a c c u r a t e i d e a of the l i k e l y consequences o f two c o n t i n g e n t e v e n t s , 

t h a t o f a f u l l r u n o f f o f c o n f i d e n c e - s e n s i t i v e l i a b i l i t i e s , c a l l e d Case I, 

and t h a t of a p a r t i a l r u n o f f , Case I I . The a s s u m p t i o n s o f the e x e r c i s e 

a r e f i r s t s t a t e d , t h e n the i n s t r u c t i o n s , and f i n a l l y an example i s 

worked o u t . 

A s s u m p t i o n s 

I t i s assumed t h a t the l i a b i l i t i e s d e s c r i b e d be low c a n n o t be 

renewed a t m a t u r i t y and must be p a i d i n c a s h , t h a t t h i s r u n o f f c o n t i n u e s 

f o r s i x months and then s t a b i l i z e s w i t h o u t the bank b e i n g a b l e to expand 

t h e s e l i a b i l i t i e s a g a i n , and t h a t a l l o t h e r l i a b i l i t i e s r ema in c o n s t a n t 

b o t h d u r i n g and i m m e d i a t e l y a f t e r the s i x - m o n t h c o n t i n g e n c y p e r i o d . The 

l i a b i l i t i e s t h a t must be p a i d a r e : 

1. Time d e p o s i t s i s s u e d i n d e n o m i n a t i o n s o f $100 ,000 o r 

more , b o t h n e g o t i a b l e and n o n n e g o t i a b l e , e x c e p t t h o s e 

h e l d by s t a t e and l o c a l governments a g a i n s t w h i c h s e c u r i t i e s 

have been p l e d g e d . 

2 . F e d e r a l funds p u r c h a s e d on an u n s e c u r e d b a s i s . Funds 

o b t a i n e d t h rough the s a l e o f s e c u r i t i e s under ag reements 

t o r e p u r c h a s e a r e e x c l u d e d f rom t h i s e x e r c i s e , s i n c e s u c h 

b o r r o w i n g s a r e matched by s e c u r i t i e s . 

3 . Net amounts due to own f o r e i g n b r a n c h e s . T h i s i t e m i s 

i n c l u d e d s i n c e a l o s s of c o n f i d e n c e i s l i k e l y to a f f e c t 

f o r e i g n as w e l l as d o m e s t i c o p e r a t i o n s . 
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4 . Amounts due the p a r e n t h o l d i n g company t h a t r e p r e s e n t 

funds bor rowed by t he p a r e n t t h r o u g h the i s s u a n c e o f 

s h o r t - t e r m , n e g o t i a b l e , u n s e c u r e d p r o m i s s o r y n o t e s 

( c o m m e r c i a l p a p e r ) . On the books o f the bank c o m p l e t i n g 

t h i s e x e r c i s e , amounts due the p a r e n t may be i n the fo rm 

o f p r o m i s s o r y n o t e s , o b l i g a t i o n s i n c u r r e d t h r o u g h the 

s a l e o f l o a n s under ag reements to r e p u r c h a s e , and o b l i ­

g a t i o n s r e p r e s e n t i n g t he s a l e of p a r t i c i p a t i o n s i n l o a n 

p o o l s and p o o l s o f s e c u r i t i e s . 

I n Case I, a l l o f the above l i a b i l i t i e s t h a t mature must be 

p a i d . In Case I I , t h a t o f a p a r t i a l r u n o f f , i t i s assumed t h a t l i a b i l i t y 

i t ems t h r e e and f o u r must be p a i d a t m a t u r i t y and t h a t i t e m s one and two 

a r e changed to t he f o l l o w i n g : 

1 ' . T ime d e p o s i t s i n d e n o m i n a t i o n s o f $100 ,000 o r more , b o t h 

n e g o t i a b l e and n o n n e g o t i a b l e , i s s u e d to n a t i o n a l c u s t o m e r s , 

t h a t i s , t h o s e l o c a t e d o u t s i d e the N i n t h F e d e r a l R e s e r v e 

D i s t r i c t . 

2 1 . F e d e r a l f unds p u r c h a s e d on an u n s e c u r e d b a s i s f r om 

n o n c o r r e s p o n d e n t s . 

I n s t r u c t i o n s 

1. T a b l e s 1 and 2 a r e the b a s i c s p r e a d s h e e t s f o r the two 

c o n t i n g e n c i e s . Columns 2 t h rough 7 a r e f o r l i s t i n g the amounts o f 

m a t u r i n g l i a b i l i t i e s , by t y p e and m a t u r i t y , and t he m a t c h i n g amounts of 

c a s h r e s o u r c e s , i n c l u d i n g funds o b t a i n e d f r om the d i s c o u n t window. I t 

s h o u l d be n o t e d t h a t i f " e x c e s s " f unds a r e a v a i l a b l e i n any s u b p e r i o d and 

a r e no t needed to r e d u c e debt to t he F e d , they s h o u l d r e m a i n , o r be 
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c o n s i d e r e d as r e m a i n i n g , i n the same i n v e s t m e n t v e h i c l e . F o r e x a m p l e , 

i f s e c u r i t i e s v a l u e d a t $1C0 m i l l i o n matu re on day 1 , bu t o n l y $80 

m i l l i o n a r e needed to meet a c a s h o u t f l o w , t hen t he r e s i d u a l $20 m i l l i o n 

s h o u l d be t hough t of as i n v e s t e d i n s e c u r i t i e s t h a t a r e c a p a b l e o f 

m a t u r i n g i n any subsequen t p e r i o d and thus o f g e n e r a t i n g c a s h f o r 

m e e t i n g w i t h d r a w a l s . 

Column 1 i s p r o v i d e d f o r b a l a n c e s h e e t amounts o u t s t a n d i n g a t 

the c l o s e o f b u s i n e s s on the day p r i o r to the s t a r t o f t he c o n t i n g e n c y 

p e r i o d . 

2. Cash i n t he fo rm of demand b a l a n c e s h e l d w i t h o t h e r banks 

( e x c l u d i n g t he F e d e r a l R e s e r v e ) used to meet o u t f l o w s s h o u l d be e n t e r e d 

i n Row 6. Time b a l a n c e s , as they m a t u r e , can be e n t e r e d i n Row 7. 

The re i s no p r o v i s i o n i n t h i s e x e r c i s e f o r u s i n g c a s h i t ems i n the 

p r o c e s s o f c o l l e c t i o n , c u r r e n c y and c o i n , o r b a l a n c e s w i t h the Fed as a 

s o u r c e o f c a s h f o r h a n d l i n g o u t f l o w s , s i n c e i t i s assumed t h a t the bank 

r e m a i n s a g o i n g e n t e r p r i s e and needs t hese funds f o r c o n t i n u i n g o p e r a t i o n s . 

3 . On ly t h o s e s e c u r i t i e s t h a t a r e f u l l y owned and w i t h o u t 

any l e g a l encumbrance , s u c h as p l e d g i n g r e q u i r e m e n t s , can be used to 

g e n e r a t e c a s h e i t h e r t h r o u g h m a t u r a t i o n o r s a l e (Rows 9a and 9 b , Columns 

2 t h r o u g h 7 ) . S i n c e amounts o b t a i n e d f r om the s a l e o f s e c u r i t i e s s h o u l d 

depend on marke t p r i c e s , T a b l e s 3 and 4 a r e p r o v i d e d f o r the d e t e r m i n a t i o n 

o f U . S . T r e a s u r y , U . S . a g e n c y , and m u n i c i p a l marke t v a l u e s . A l l o t h e r 

s e c u r i t i e s , s u c h as agency p a r t i c i p a t i o n c e r t i f i c a t e s and GNMA p a s s -

t h r o u g h s , s h o u l d be p r i c e d ou t a t June 1974 y i e l d s and a work s h e e t 

a t t a c h e d l i s t i n g the s e c u r i t i e s and the method o f c o m p u t a t i o n . 

4 . Many banks have l o a n p o r t f o l i o s w i t h m a t u r i t y s t r u c t u r e s 

t h a t wou ld appea r to be c a p a b l e o f g e n e r a t i n g s u b s t a n t i a l cash f l o w to 



meet d e p o s i t l o s s e s . T h i s a p p e a r a n c e i s of c o u r s e q u i t e d e c e p t i v e s i n c e 

many b o r r o w e r s f u l l y e x p e c t no t to have t h e i r demand n o t e s c a l l e d w h i l e 

o t h e r s a n t i c i p a t e a c r e d i t e x t e n s i o n a t d a t e o f m a t u r i t y . F u r t h e r m o r e , 

c u s t o m e r s w i t h l o a n commit i rents may e x p e c t to have them h o n o r e d . F o r 

t h e s e r e a s o n s , i t may be a p p r o p r i a t e to assume f o r p u r p o s e s of t h i s 

e x e r c i s e t h a t no c a s h can be g e n e r a t e d t h r o u g h the m a t u r a t i o n of t he 

l o a n p o r t f o l i o . I f t h i s i s the a p p r o a c h t a k e n , then t h e r e a r e o n l y two 

ways i n w h i c h l o a n s can p r o v i d e funds f o r p a y o u t . The f i r s t r e l a t e s to 

t he o u t r i g h t s a l e o f l o a n s under p r e v i o u s l y e x i s t i n g a g r e e m e n t s . Funds 

o b t a i n e d i n t h i s way s h o u l d be d e t a i l e d i n T a b l e 7 and e n t e r e d i n T a b l e s 

and 2 i n Row 10b , Columns 2 t h rough 7. The second way i s t h rough the 

s a l e o f l o a n s i n the market (assumed to t a k e p l a c e a t the end o f the 

s i x - m o n t h r u n o f f p e r i o d — s e e i n s t r u c t i o n 6 b e l o w ) . 

The u s e r of t h i s e x e r c i s e may b e l i e v e , howeve r , t h a t the l o a n 

p o r t f o l i o i s a s o u r c e o f c a s h f o r m e e t i n g o u t f l o w s and t h a t the amounts 

g e n e r a t e d can be e s t i m a t e d w i t h f a i r a c c u r a c y . I n t h i s c a s e , c a s h f r om 

m a t u r i n g i t e m s s h o u l d be e r t e r e d i n Row 1 0 a , Columns 2 t h rough 7. 

Amounts o b t a i n e d f rom the c u t r i g h t s a l e o f l o a n s under p r e v i o u s l y 

e x i s t i n g ag reements s h o u l d be e n t e r e d i n Row 10b , Columns 2 t h r o u g h 7 , 

w i t h d e t a i l s on the agreements p r o v i d e d i n T a b l e 7. 

5 . The d i s c o u n t window i s a s o u r c e o f f unds i n an emergency . 

Amounts r e q u i r e d s h o u l d be i n d i c a t e d on the l a s t two l i n e s o f T a b l e s 1 

and 2 . A l i s t i n g of c o l l a t e r a l by t y p e of a s s e t s u c h as m u n i c i p a l 

s e c u r i t y , consumer l o a n , e t c . , s h o u l d be p r o v i d e d on a s e p a r a t e s h e e t . 

6 . I t s h o u l d be assumed f o r t h e s e e x e r c i s e s t h a t the t o t a l 

amount o f b o r r o w i n g f rom the F e d e r a l R e s e r v e s t i l l o u t s t a n d i n g a t t he 
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end o f the s i x - m o n t h c o n t i n g e n c y p e r i o d must be r e p a i d a t t h a t t i m e . 

Funds f o r mak ing repayment can be o b t a i n e d f r om the s a l e of s e c u r i t i e s 

and l o a n s , and the amounts r e a l i z e d s h o u l d be e n t e r e d i n Column 8 of 

T a b l e s 1 and 2 . P r i o r i t y s h o u l d be g i v e n to t he s a l e o f u n p l e d g e d 

s e c u r i t i e s a t marke t y i e l d s , s p e c i f i e d i n T a b l e s 3 and 4 . Any r e s i d u a l 

amounts needed s h o u l d be o b t a i n e d f r om the s a l e o f l o a n s a t marke t 

p r i c e s c a l c u l a t e d i n Tab les . 5 and 6. 

7. L o s s e s s u s t a i n e d on a s s e t s a l e s s h o u l d , as i n d i c a t e d 

a b o v e , be d e t e r m i n e d w i t h the a i d o f T a b l e s 3 t h r o u g h 6 and then summar ized 

i n T a b l e 8. 

An Example 

The above i n s t r u c t i o n s can be i l l u s t r a t e d w i t h the ABC N a t i o n a l 

Bank. I t s b a l a n c e s h e e t i s g i v e n i n E x h i b i t 1 and p r o v i d e s i n f o r m a t i o n 

f o r most o f the e n t r i e s i n Column 1 i n T a b l e s 1 and 2 . The r e m a i n i n g 

e n t r i e s can o n l y be o b t a i n e d f rom i n t e r n a l bank r e c o r d s and E x h i b i t 2 

s e t s f o r t h the n e c e s s a r y d a t a . 

The comp le ted Column 1 i n d i c a t e s t h a t the ABC Bank has $242 

m i l l i o n i n c o n f i d e n c e - s e n s i t i v e l i a b i l i t i e s under Case I a s s u m p t i o n s and 

$167 m i l l i o n under t h o s e o f Case I I ; t h e s e amounts r e p r e s e n t 31 and 21 

p e r c e n t , r e s p e c t i v e l y , o f t o t a l l i a b i l i t i e s . The a s s e t s s e c t i o n o f 

Column 1 g i v e s the r e s o u r c e s t h a t m igh t be employed f o r m e e t i n g o u t f l o w s . 

However , no t a l l a s s e t s a r e a c t u a l l y a v a i l a b l e f o r t h i s p u r p o s e . S e c u r i t i e s 

t o t a l $133 m i l l i o n , bu t E x h i b i t 2 i n d i c a t e s the $18 m i l l i o n a r e p l e d g e d 

as s e c u r i t y f o r p u b l i c d e p o s i t s and $56 m i l l i o n , though f o r m a l l y l i s t e d 

on the b a l a n c e s h e e t , have been s o l d under r e p u r c h a s e a g r e e m e n t s . T h u s , 

o f the $133 m i l l i o n , o n l y $59 m i l l i o n i s l e g a l l y unencumbered and f r e e 

f o r bank u s e . In the l o a n p o r t f o l i o , the e n t i r e $465 m i l l i o n i s unencumbered . 
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Columns 2 t h r o u g h 7 show changes i n a s s e t s and l i a b i l i t i e s 

d u r i n g the s i x - m o n t h c o n t i n g e n c y p e r i o d . A l l o f the c o n f i d e n c e - s e n s i t i v e 

l i a b i l i t i e s a t the ABC Bank matu re w i t h i n s i x mon ths ; the p a t t e r n o f 

r u n o f f w i t h i n t h i s p e r i o d i s shown i n the top h a l f o f T a b l e s 1 and 2 . 

R e s o u r c e s i n t he fo rm o f c a s h and f e d e r a l funds s o l d a r e i n s u f f i c i e n t to 

h a n d l e the o u t f l o w s i n e i t h e r Case I and I I . The f r e e p o r t i o n o f the 

s e c u r i t i e s p o r t f o l i o c o n t a i n s U . S . T r e a s u r y b i l l s t h a t matu re w i t h i n s i x 

months ($31 m i l l i o n ) and i n n i n e months ($12 m i l l i o n ) . The bank d e c i d e s 

t h a t t he n i n e - m o n t h b i l l s can be s o l d i n the f i r s t week o f the r u n o f f 

p e r i o d to r a i s e f u n d s . The l o a n p o r t f o l i o c o n t a i n s $27 m i l l i o n i n 

l o a n s p u r c h a s e d under a r e s a l e agreement t h a t ma tu res i n 21 d a y s , $10 

m i l l i o n i n ( n a t i o n a l ) f i n a n c e company paper t h a t ma tu res i n 79 d a y s , and 

$16 m i l l i o n o f the same t y p e o f p a p e r t h a t comes due i n 145 d a y s . Bank 

management j u d g e s t h a t t h e s e amounts f rom m a t u r i n g l o a n s a r e no t needed 

to meet l o a n commitments and can be employed t o h a n d l e the r u n o f f . 

Amounts a v a i l a b l e f rom c a s h , f e d e r a l f unds s o l d , s e c u r i t i e s 

matured o r s o l d , and l o a n s matu red a r e s t i l l i n s u f f i c i e n t to meet the 

l o s s o f l i a b i l i t i e s . The r e s i d u a l i s made up a t the F e d e r a l R e s e r v e , 

where b o r r o w i n g r i s e s i n Case I to $92 m i l l i o n a t the end of 90 days 

b e f o r e d r o p p i n g to $71 m i l l i o n a t the end o f the 180-day p e r i o d . T h i s 

f i n a l amount i s p a i d b a c k by s e l l i n g the r e m a i n i n g $16 m i l l i o n i n f r e e 

s e c u r i t i e s ( w i t h a l o s s of $400 t h o u s a n d — s e e T a b l e 3) and $ 6 0 . 9 m i l l i o n 

i n e i g h t - y e a r c o n v e n t i o n a l mor tgages ( w i t h a l o s s of $ 5 . 5 m i l l i o n — s e e 

T a b l e 5 ) . I n Case I I , t h a t o f a p a r t i a l r u n o f f , Fed b o r r o w i n g mounts to 

$23 m i l l i o n a t the end o f 90 d a y s , t hen d r o p s to z e r o i n t he f i n a l 

s u b p e r i o d s o t h a t no f i n a l a s s e t s a l e s a r e n e c e s s a r y . 



E x h i b i t 1 

ABC N a t i o n a l Bank 
C a l l R e p o r t B a l a n c e Shee t 

( M i l l i o n s o f d o l l a r s ) 

C a l l R e p o r t 
I t em A s s e t s Amount 

1 Cash 191 
C2 I n c l u d i n g : Dem. b a l a n c e w i t h U . t . banks (20) 

C3-C4 O t h e r b a l a n c e w i t h banks (22) 

S e c u r i t i e s 
2 - 3 U . S . t r e a s u r y and agency 38 

4 S t a t e and l o c a l government 66 
5 O t h e r 0 
7 T r a d i n g a c c o u n t 29 

T o t a l 133 

8 F e d e r a l f unds s o l d and s e c u r i t i e s p u r c h a s e d 

under r e s a l e agreements 33 

9a L o a n s , g r o s s 465 

5 - 6 , 1 0 - 1 5 A l l o t h e r a s s e t s 42 

16 T o t a l a s s e t s 864 

L i a b i l i t i e s , R e s e r v e s , and C a p i t a l 

24 D e p o s i t s 577 
Mem.3 I n c l u d i n g : Time d e p o s i t s of 100 ,000 

o r more (138) 

25 F e d e r a l f unds p u r c h a s e d and s e c u r i t i e s s o l d 
under r e p u r c h a s e agreements 155 

26 L i a b i l i t i e s f o r bo r rowed money 14 

27 -29 A l l o t h e r l i a b i l i t i e s 42 
H2 I n c l u d i n g : Due f o r e i g n b r a n c h (8) 

T o t a l l i a b i l i t i e s 788 

9 a , 3 6 R e s e r v e s 8 

31 S u b o r d i n a t e d n o t e s and d e b e n t u r e s 10 

32-34 C a p i t a l s t o c k and s u r p l u s 46 

35 U n d i v i d e d p r o f i t s 12 

38 T o t a l l i a b i l i t i e s , r e s e r v e s , and c a p i t a l 864 



E x h i b i t 2 

Supp lemen ta r y B a l a n c e Sheet I n f o r m a t i o n Not 
S e p a r a t e l y P r o v i d e d i n C a l l R e p o r t 

( M i l l i o n s o f d o l l a r s ) 

D e s c r i p t i o n Amount 

Time d e p o s i t s o f 1 0 0 , 0 0 0 o i more e x c l u d i n g t h o s e h e l d by s t a t e 
and l o c a l governments ( i n c l u d e d i n C a l l Repo r t I tem 24) 

H e l d by n a t i o n a l c u s t o m e r s 91 

H e l d by l o c a l cus tomers 33 

T o t a l 124 

F e d e r a l f unds p u r c h a s e d on an u n s e c u r e d b a s i s ( i n c l u d e d 
i n I tem 25) 

From c o r r e s p o n d e n t s 42 

From o t h e r s 63 

T o t a l 105 

L i a b i l i t i e s to p a r e n t h o l d i n g company r e p r e s e n t i n g the i s s u a n c e 
o f c o m m e r c i a l paper ( i n c l u d e d i n I tem 26) 5 

S e c u r i t i e s s o l d under agreements to r e p u r c h a s e and p o o l s o f 
s e c u r i t i e s a g a i n s t w h i c h p a r t i c i p a t i o n s have been s o l d ( i n 
I tems 2 - 7 ) * 56 

S e c u r i t i e s p l e d g e d a g a i n s t p u b l i c d e p o s i t s ( i n I tems 2 - 7 ) * 18 

* 
Book v a l u e s may e x c e e d c o r r e s p o n d i n g l i a b i l i t y i t e m s . 



T a b l e 1 

Cast- I — F u l l R u n o f f 

L i a b i l i t i e s 

1. F e d e r a l f u n d s p u r c h a s e d 

2 . T ime d e p o s i t s , l a r g e 

3 . Due own f o r e i g n b r a n c h 

4 . H o l d i n g c o . c r a l . p a p e r 

T o t a l 5 . 

A s s e t s 

6 . 

7 . 

10. 

1 1 . 

C a s h , demand b a l a n c e s 

C a s h , o t h e r bank b a l a n c e s 

F e d . f u n d s s o l d and s e c . 
p u r c h . unde r r e s a l e a g r m t . 

S e c u r i t i e s 

a . C a s h f rom m a t u r i n g i t e m s 

b. From s a l e 

L o a n s 

a . C a s l i f r o m m a t u r i n g i t e m s 

b. From s a l e 

T o t a 1 

Amount 
O u t s t a n d i n g 
* ( ) 

log 

«_ 
___S1 

B o r r o w i n g s f r o m F e d e r a l R e s i - r v e 

C u m u l a t i v e b o r r o w i n g s f rom F ' ' d . R o s o n 

* D a t e o f b a l a n c e s h e e t . 

as a. 

.J PS 

ao 

_ 3 Q 

S O 

as 
5S_ 

i 4 i 6 
• A s s e t and L i a b i l i t y Changes D u r i n g Subsequen t Day P e r l o d s -

2 - 7 

M 
LP 
U S 

8 -30 

3b 

AS 

Mo 

31-90 

A3 

J O 

9 1 - 1 8 0 

A t 

.11 

T o t a l 
Change _ 

I P S 

ao 

L i 

S3> 

8 
F i n a l 
A s s e t 
S a l e 

IS.U 

S S . H 



T a b l e 2 

C a s e I I — P a r t i a l R u n o f f 

L i a b i l i t i e s 

1. F e d . f u n d s p u r . n a t i o n a l 

2 . T ime d e p s . , l a r g e , n a t i o n a l 

3. Due own f o r e i g n b r a n c h 

4 . H o l d i n g c o . c m l . p a p e r 

5 . T o t a l 

A s s e t s 

6. 
7. 

10. 

11. 

C a s h , demand b a l a n c e s 

C a s h , o t h e r bank b a l a n c e s 

F e d . f u n d s s o l d and s e c . 
p u r c h . unde r r e s a l e agr ra t . 

S e c u r i t i e s 

a . C a s h f rom m a t u r i n g i t e m s 

b. From s a l e 

L o a n s 

a . C a s h f rom m a t u r i n g I tems 

b. From s a l e 

T o t a l 

B o r r o w i n g s f r o m F e d e r a l R e s e r v e 

C u m u l a t i v e b o r r o w i n g s f rom F e d . Rese i 

* D a t e of b a l a n c e s h e e t . 

1 
Amount 

O u t s t a n d i n g 

*< .). 

5 

a a. 

33 
_1.2>3 (SI) 

U7 2> 

1 3 

3 4 5 6 
- A s s e t and L i a b i l i t y Changes D u r i n g Subsequen t Day P e r i o d ? 

2-7 

g 

31 

8 -30 

_A_H_ 

_._„T. 

31 -90 

_1S_ 

M S 

\7> 

lO 

* 3 

9 1 - 1 8 0 

I. 

as 

o 

T o t a l 
Change 

_3L 

8 
F i n a l 
A s s e t 
S a l e 

o 
o 



T a b l e 3 

V a l u e o f S e c u r i t i e s S o l d i n M a r k e t — C a s e T 

U . S . T r e a s u r y 

B i l l s 

N o t e s , Bonds 

1 2 
M a t u r i t y 

Range M i d p o i n t 

0<1 

1<6 

6<11 

11 & o v e r 

6 mos. 

3 . 5 y r . 

8 . 5 y r . 

1 3 . 5 y r . 

A v g . C p n . 
R a t e  
(%) 

P a r V a l u e 
o f C e l l 

( M i l l . $) 

5 
M a r k e t 
Y i e l d 

(%) 

8 . 7 0 

8 . 0 0 

7 . 6 0 

7 .60 

6 
M a r k e t 
V a l u e 

( M i l l . $) 

7 
Book 
V a l u e 

( M i l l . $) 

G a i n o r 
( L o s s ) 

( M i l l . $) 

U . S . Agency 

S t a t e & L o c a l 

0<1 

1<6 

6<11 

11 & o v e r 

0<1 

1<6 

6<11 

11 & o v e r 

6 raos. 

3 . 5 y r . 

8 . 5 y r . 

1 3 . 5 y r . 

6 mos. 

3 . 5 y r . 

8 . 5 y r . 

1 3 . 5 y r . 

5-oo 

8 . 0 0 

8 . 3 0 

8 . 3 5 

8 .35 

5 . 1 0 

5 . 2 0 

5.AO 

5 . 6 5 

T o t a l a s 

I n s t r u c t i o n s : The book v a l u e of U . S . T r e a s u r y b i l l s can be t a k e n as marke t v a l u e . To d e t e r m i n e t he marke t v a l u e s o f 
o t h e r s e c u r i t i e s , d i s t r i b u t e t h e i r t o t a l p a r v a l u e s i n the a p p r o p r i a t e c e l l s o f Co lumn 4 . C a l c u l a t e t he w e i g h t e d 
a v e r a g e coupon r a t e f o r each c e l l and e n t e r i n Co lumn 3. T h e n , u s i n g a bond t a b l e and a s s u m i n g t h a t t he c o r r e c t 
m a t u r i t i e s a r e t h o s e s p e c i f i e d i n Co lumn 2 , e s t i m a t e marke t v a l u e s f o r e a c h c l a s s i f i c a t i o n a t the y i e l d s g i v e n i n 
Co lumn 5 . P l a c e book v a l u e s i n Co lumn 7 and compute g a i n s o r l o s s e s f r om marke t v a l u e s . The t o t a l o f Co lumn 6 
p l u s t he m a r k e t v a l u e o f any o t h e r s e c u r i t i e s s o l d to r a i s e c a s h s h o u l d e q u a l the sum o f the two i t e m s i n Co lumns 7 
and 8 , Row 9 b , T a b l e I. 

N o t e : M a r k e t y i e l d s a r e t h o s e o f June 1974. 



T a b l e 4 

V a l u e o f S e c u r i t i e s S o l d i n M a r k e t — C a s e I I 

U . S . T r e a s u r y 

B i l l s 

N o t e s , Bonds 

U . S . Agency 

1 2 
Ma tu r i t y 

Range M i d p o i n t 

0<1 

1<6 

6<11 

11 & o v e r 

0<1 

1<6 

6<11 

11 & o v e r 

6 mos. 

3 . 5 y r . 

8 . 5 y r . 

1 3 . 5 y r . 

6 mos. 

3 .5 y r . 

8 . 5 y r . 

1 3 . 5 y r . 

A v g . C p n . 
R a t e 

~ (%) 

P a r V a l u e 
o f C e l l 

( M i l l . $) 

M a r k e t 
Y i e l d 
~ (%) 

8 .70 

8 . 0 0 

7 .60 

7 . 6 0 

8 . 0 0 

8 . 3 0 

8 . 3 5 

8 . 3 5 

6 
M a r k e t 
V a l u e 

( M i l l . " $) 

7 
Book 
V a l u e 

( M i l l . $) 

\ 2 , 

G a i n o r 
( L o s s ) 

( M i l 1 7 $) 

S t a t e & L o c a l 0<1 

1<6 

6<11 

11 & o v e r 

6 mos. 

3 . 5 y r . 

8 . 5 y r . 

1 3 . 5 y r . 

5 . 1 0 

5 .20 

5 .40 

5 . 6 5 

T o t a l V 2. 

I n s t r u c t i o n s : The book v a l u e o f U . S . T r e a s u r y b i l l s can be t a k e n as m a r k e t v a l u e . To d e t e r m i n e the marke t v a l u e s o f 
o t h e r s e c u r i t i e s , d i s t r i b u t e t h e i r t o t a l p a r v a l u e s i n t he a p p r o p r i a t e c e l l s o f Co lumn 4 . C a l c u l a t e t he w e i g h t e d 
a v e r a g e coupon r a t e f o r each c e l l and e n t e r i n Column 3 . T h e n , u s i n g a bond t a b l e and a s s u m i n g t h a t t he c o r r e c t 
m a t u r i t i e s a r e t h o s e s p e c i f i e d i n Co lumn 2 , e s t i m a t e m a r k e t v a l u e s f o r e a c h c l a s s i f i c a t i o n a t t he y i e l d s g i v e n i n 
Co lumn 5 . P l a c e book v a l u e s i n Co lumn 7 and compute g a i n s o r l o s s e s f r om marke t v a l u e s . The t o t a l o f Co lumn 6 
p l u s t he m a r k e t v a l u e o f any o t h e r s e c u r i t i e s s o l d to r a i s e c a s h s h o u l d e q u a l the sum of the two i t e m s i n Co lumns 7 
and 8 , Row 9 b , T a b l e 2 . 

N o t e : M a r k e t y i e l d s a r e t h o s e o f June 1974 . 



T a b l e 5 

M a r k e t V a l u e of L o a n s — C a s e I 
( M i l l i o n s o f d o l l a r s ) 

Book M a r k e t L o s s 

Consumer l o a n s (4%) 

R e a l e s t a t e 

M a t u r i t y o v e r 10 y e a r s (18%) 

M a t u r i t y under 10 y e a r s (9%) (pO.̂  5S.4 S«5 

C o m m e r c i a l and o t h e r l o a n s 

F l o a t i n g r a t e , n a t i o n a l (3%) 

F l o a t i n g r a t e , o t h e r (6%) 

F i x e d r a t e (10%) 

T o t a l <oO.^ _SSS 5 . 5 

I n s t r u c t i o n s : A l l l o a n s c l a s s i f i e d l o s s o r d o u b t f u l by s u p e r v i s o r y a u t h o r i t i e s 
and l o a n s t h a t a r e n o n a c c r u i n g o r d e l i n q u e n t o v e r s i x t y days s h o u l d be assumed 
to have no marke t v a l u e . M a r k e t v a l u e s o f o t h e r l e a n s s h o u l d be e s t i m a t e d by 
r e d u c i n g t h e i r book v a l u e s by the d i s c o u n t f a c t o r s g i v e n i n p a r e n t h e s e s . 
F l o a t i n g r a t e n o t e s a r e those whose r a t e s a r e a d j u s t e d a t l e a s t once e v e r y 
t h r e e months to b r i n g them i n t o l i n e w i t h some s p e c i f i e d market r a t e , such 
as the p r i m e . The t e rm " n a t i o n a l " r e f e r s to F o r t u n e ' s t op two hundred i n d u s ­
t r i a l and t h r e e hund red n o n i n d u s t r i a l c o r p o r a t i o n s . T o t a l market v a l u e of 
l o a n s s o l d s h o u l d be e n t e r e d on l i n e 10b , Column 8. 

N o t e : The d i s c o u n t f a c t o r s , e x c e p t f o r t h o s e on f l o a t i n g r a t e n o t e s , we re 
c a l c u l a t e d by assuming t h a t l o a n s c o u l d o n l y be s o l d a t p r i c e s c o m p e t i t i v e 
w i t h t hose p r e v a i l i n g i n June 1974. In the c a s e o f f l o a t i n g r a t e n o t e s , t he 
d i s c o u n t f a c t o r s o f 3 and 6 p e r c e n t a r e " d i s t r e s s s a l e " p r i c e r e d u c t i o n s . 



T a b l e 6 

M a r k e t V a l u e of L o a n s — C a s e I I 
( M i l l i o n s o f d o l l a r s ) 

Book M a r k e t L o s s 

Consumer l o a n s (4%) 

R e a l e s t a t e 

M a t u r i t y o v e r 10 y e a r s (18%) 

M a t u r i t y under 10 y e a r s (9%) 

C o m m e r c i a l and o t h e r l o a n s 

F l o a t i n g r a t e , n a t i o n a l (3%) 

F l o a t i n g r a t e , o t h e r (6%) 

F i x e d r a t e (10%) 

T o t a l 

I n s t r u c t i o n s : A l l l o a n s c l a s s i f i e d l o s s o r d o u b t f u l by s u p e r v i s o r y a u t h o r i t i e s 
and l o a n s t h a t a r e n o n a c c r u i n g or d e l i n q u e n t o v e r s i x t y days s h o u l d be assumed 
to have no marke t v a l u e . M a r k e t v a l u e s of o t h e r l o a n s s h o u l d be e s t i m a t e d by 
r e d u c i n g t h e i r book v a l u e s by the d i s c o u n t f a c t o r s g i v e n i n p a r e n t h e s e s . 
F l o a t i n g r a t e n o t e s a r e t hose whose r a t e s a r e a d j u s t e d a t l e a s t once e v e r y 
t h r e e months to b r i n g them i n t o l i n e w i t h some s p e c i f i e d marke t r a t e , s u c h 
as the p r i m e . The te rm " n a t i o n a l " r e f e r s to F o r t u n e ' s t op two hund red i n d u s ­
t r i a l and t h r e e hund red n o n i n d u s t r i a l c o r p o r a t i o n s . T o t a l marke t v a l u e o f 
l o a n s s o l d s h o u l d be e n t e r e d on l i n e 10b , Column 8 . 

N o t e : The d i s c o u n t f a c t o r s , e x c e p t f o r t h o s e on f l o a t i n g r a t e n o t e s , were 
c a l c u l a t e d by a s s u m i n g t h a t l o a n s c o u l d o n l y be s o l d a t p r i c e s c o m p e t i t i v e 
w i t h t hose p r e v a i l i n g i n June 1974. In the c a s e o f f l o a t i n g r a t e n o t e s , t he 
d i s c o u n t f a c t o r s o f 3 and 6 p e r c e n t a r e " d i s t r e s s s a l e " p r i c e r e d u c t i o n s . 



Name o f P u r c h a s e r 

* D a t e o f b a l a n c e s h e e t . 

T a b l e 7 

L o a n S a l e Ag reemen ts 
( M i l l i o n s o f d o l l a r s ) 

T e r m i n a t i o n Unused Cash G e n e r a t e d Th rough 
D a t e o f P o r t i o n S a l e of Loans 

Agreement ( )j^ Case I Case I I 

T o t a l 



T a b l e 8 

L o s s e s on A s s e t S a l e s 
( M i l l i o n s o f d o l l a r s ) 

I 

S e c u r i t i e s 

From T a b l e 3 

From s e p a r a t e work s h e e t 

Loans 

From T a b l e 5 

T o t a l , C a s e I 

I I 

S e c u r i t i e s 

From T a b l e <• 

From s e p a r a t e work s h e e t 

L o a n s 

From T a b l e 6 

T o t a l , C a s e I I 


