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There is lots of anxiety in the start-up community after SVB
became the 2nd largest bank failure in US history. 

This is understandable. Lining up action plans with back up
options is key. 

Undertake all planning and communication in a calm manner.
This is in everybody’s interest

To keep things in perspective, here is a basic breakdown of how things may progress from

here. 

This is all based on generalized insights about how the banking system works and what is in

the media. 

No special inside track or knowledge and no crystal ball here.

First, let’s summarize the facts: 

The FDIC has shuttered SVB as of this Friday.  

The Bank of England (BOE) similarly put the UK arm of SVB into resolution the same day. 

The regulators are now in control. This was done to ensure the stability of the respective

banking systems.

So what happens from here?  

Option 1: The first and most preferred option for both regulators will be to find a buyer for

the US and UK bank entities.

Again, no special inside knowledge here.  

But we need to keep in mind that SVB was a long-standing franchise, which was serving

some of the most innovative and fastest growing companies across Europe and the US.  

Many of which held lucrative IPO prospects.
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If I were a bank, I would view this as a very attractive asset that would strengthen my

franchise with some amazing customers.  

So there is every chance that buyers emerge over the next few days.

If the banks are bought, it is very likely that the deposits may be made whole and things

return to normal as part of that merger, even as early as this Monday. 

This is what we all hope for, and I assume that there are teams and teams working on this

over the weekend.

Option 2: In the event no buyer emerges, the regulators will have two primary priorities:  

Preserve the stability of the banking system.  

And preserve the value of the assets on SVB’s balance sheet, while doing an orderly

liquidation.

While this sounds scary for those with deposits at SVB, it bears repeating that there will be a

waterfall (i.e. sequence of payments) that will favour depositors who will get paid as a

priority.

In other words, as the bank assets get liquidated, as long as those liquidated assets are worth

more than the deposits, all depositors eventually should get made whole.

So in a simple and illustrative example, the bank balance sheet may look like:  

-Assets: Cash, Securities, and Loans.  

-Liabilities and Equity: Deposits, Debt (bondholders that fund the bank with instruments

such as senior debt, convertible debt, etc.), and Equity.

As long as the liquidated value of Cash, Securities, and Loans equals to or is greater than the

Deposits, deposit holders should get made whole.

Any money that is left would then be paid out in this order: 

-Senior Debt Holders to the SVB Bank 

-Debt Holders at the HoldCo level (entity owning the bank) 

-Junior or Convertible Debt holders 

-Equity Holders  

This is a high level simplification, but still.

In a bank liquidation, there is typically no money left by the time the waterfall gets to the

equity holders. 

For reference, it seems that SVB Sr. Debt is trading at around 45 cents on the dollar, and

Junior Debt is trading at around 12 cents on the dollar as per the FT.



Again, for deposit holders not to get paid back in full, the loss from the liquidation would

have to be greater than the sum total of all the equity buffer (the bank’s capital), the junior

debt, and the senior debt the bank holds.

For typical banks, the equity would be in the 6-8% range, junior or convertible debt may be

another 4%, and senior debt varies but let’s say it is 10%.  

In this illustrative example, the losses from the liquidation would have to be > 20% for

depositors not to get paid back.

Then there is the question of timing.  

The regulators want to prevent panic, so they will be looking to make depositors whole as

fast as possible.

In bank failures there is typically very little or negative cash left, but some assets such as

securities portfolios are still easy to liquidate, and can be paid out to depositors in fairly short

order, usually in a matter of days.

That initial batch of liquid assets typically cover 30-50% of deposits based on historical FDIC

data, so depositors will get that portion of their money fairly quickly, for example a week.

Then, as the remaining assets which are less liquid get sold, the depositors would get the rest

of their funds out, until they are fully paid back.  

This may take some months.

Finally, the residual from the liquidation would go to any final claims that are left by the

deposit holders, bond holders and equity holders.  

This residual process can take years.

There are of course lots of other questions around continuing to run payment operations and

while the answer here is more nuanced, in general the regulators will always look to preserve

the value of the payments business if they can, also to maintain financial stability.

This is a very simplified framework, and the devil is always in the details but thought it was

worth sharing.
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