






 
Private Bank TARP Thoughts 

 
Factors to Consider 

• Capital availability may serve as an insurance policy in uncertain times 
• Consideration must be given to future sources of repayment of TARP capital 
• Regulatory oversight TARP participants and limitations on use of funds appears 

to be a moving target 
• TARP preferred’s after-tax cost of 6.4% (see table below) is equivalent to a 

10.2% pre-tax trust preferred rate (assuming 37% tax rate) over the first five 
years, climbing to an after-tax cost of 9.9% after year five which is equivalent to a 
15.8% pre-tax trust preferred rate 

 
Sample Financial Terms 
 

Weighted Weighted
Amount (1) Yield Yield Yield Yield

TARP Capital $3,000,000 5.0% 5.00% 9.0% 9.00%

Warrant Preferred 150,000            9.0% 0.45% 9.0% 0.45%

Subtotal 5.45% 9.45%

Warrant Value Amortization 0.98% 0.49%

Total After-Tax Cost 6.43% 9.94%

(1)  Assumes a $100 million risk-weighted asset bank raises the full 3% of TARP capital.

Repayment at Year 5 Repayment at Year 10

 
 
Impact to Capital Over First Five Years 

 
Assumptions
Total risk-weighted assets $100,000,000
Return on assets 1.00%
Common dividend payout ratio 30.0%
TARP capital $3,000,000
Asset growth rate 7.5%

Today Year 1 (1) Year 2 Year 3 Year 4 Year 5

Total Risk-Weighted Assets 100,000,000$    110,500,000$    118,787,500$    127,696,563$    137,273,805$        147,569,340$    

Pre-Dividend Earnings 1,105,000$        1,187,875$        1,276,966$        1,372,738$             1,475,693$        
  TARP Dividend (163,500)$         (163,500)$         (163,500)$         (163,500)$              (163,500)$         
  Common Dividend (331,500)$         (356,363)$         (383,090)$         (411,821)$              (442,708)$         
Retained Earnings 610,000$           668,013$           730,376$           797,417$                869,485$           

Total Risk-Based Capital 11,000,000        14,610,000$      15,278,013$      16,008,388$      16,805,805$           17,675,290$      
  Total RBC Ratio 11.00% 13.22% 12.86% 12.54% 12.24% 11.98%

Total RBC ratio assuming repayment of TARP 10.06%

(1)  TARP capital added to total risk-weighted assets and total risk-based capital.  


