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Thisexerciseinvolvesa depository institution with $100 in assets, funded by $99 of deposits
and $1 of capital. Itsannual cost of fundsand operating expensestotal $7. Th strategieslisted below
summarize expected results from four aternative business plans the institution might pursue. Each
strategy offers a different set of potential returns for the institution’s owners as well as different
consequencesfor depositors of theinstitution. For each strategy, there are three possible outcomes:
amiddle case, that has afifty percent likelihood as well as best and worse case scenarios, each with
a twenty-five percent chance of occurring. Which strategy should the institution pursue? Why?
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Yield on Assets
7 %
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9%
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Yield on Assets
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Strategy C
Yield on Assets
5%
9%
13 %
Strategy D
Yield on Assets
4%
85 %
14 %



