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BUS4559 RAISING CAPITAL IN THE FINANCIAL MARKETS  

April 18 – 29 April 2016 
Professor: Michael R King  Assistant: Sylvie Salewski 
Office: 3333 Office: 2nd floor 
Phone: x 83084  Phone: x  86805 
Email: mking@ivey.ca  Email: ssalewski@ivey.ca 
 

Class times:  Daily  8:30 – 9:50 am; 10:05-11:25 am, 11:40-1:00 pm 

Office hours:  Monday & Wednesday  2:00 – 4:00 p.m. 

 

COURSE OBJECTIVES: 

This course is designed for HBA2s who plan to work for an investment bank, the corporate 
treasury division of a mature corporation, or a company about to go public. It is also suitable 
for students pursuing a career in private equity, investments, or consulting. 

This course places corporate financial decisions in a strategic context, emphasizing the 
relationship between capital structure and financial markets. This course is designed as a 
“how to” course on capital raising in domestic and global financial markets. Students learn 
how managers create shareholder value through their capital structure and financing choices. 

The intercession version of Raising Capital is designed as a boot-camp to help 
students who are going into summer internships in finance. It will be intense, technical 
and demanding. The course will cover roughly the same material in two weeks that would 
normally be covered over a semester. Each day will be divided into three 80-minute blocks 
starting at 8:30am and ending at 1:00pm. There are assignments and readings for each 
block, with cases taught over two blocks. I would not recommend taking this course if you feel 
that you are weak in finance, or would be unhappy with a final mark of 70%.  

If the topic interests you but you would like more time to master the material, please 
take it in the fall semester with Wayne Adlam – an excellent teacher with consistently high 
evaluations. 

 

COURSE DESCRIPTION: 

The course builds on the tools introduced in HBA1, namely financial statement analysis, 
capital budgeting, net present value, and security valuation. The emphasis will be on the 
institutional arrangements of capital markets, the underwriting and issuance process, and the 
strategic decisions related to capital structure. Along the way students will learn about the 
objectives and incentives of market participants – investment bankers, traders, equity 
analysts, credit rating agencies, institutional investors, private equity, and regulators. 

The course combines case studies of capital raisings with discussions of current capital 
markets events. Topics to be covered include: 

 Principles of capital structure 
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 Overview of investment banking 
 Debt capital markets 
 Equity capital markets 
 The new issue process 
 Secondary market and cross-border financings 
 Banks and regulation 
 Leveraged buy-outs (LBOs) 
 Strategic issues in capital raising 

LEARNING OUTCOMES: 
At the end of the capital structure module, students will be able to: 

 Build an Excel model to value a company financed with different quantities of equity 
and debt  

 Evaluate the impact of capital structure choices on earnings and ROE 

At the end of the debt financing module, students will be able to: 

 Price forward interest rates based on spot rates 
 Estimate credit ratings using a company’s financial ratios 
 Determine the pricing of a bond based on its features 

At the end of the equity financing module, students will be able to: 

 Value a company using market multiples and discounted cash flow (DCF) analysis 
 Understand how to take a company public through an initial public offering (IPO) 
 Determine the shares outstanding and underwriting fees when exercising the 

overallotment option 

At the end of the financial strategy module, students will be able to: 

 Identify the financing needs for a financial or non-financial company based on pro 
forma financial statements 

 Evaluate the trade-offs between issuing debt, issuing equity or using cash to finance 
investment 

 Understand how banks manage their regulatory capital requirements 

At the end of the private equity module, students will be able to: 

 Build a leveraged buyout model to calculate the internal rate of return to a private 
equity investor 

 Identify the impact of changes in leverage and operating performance on the value of 
a firm 

 Price a convertible bond using the Black-Scholes model 

COURSE MATERIALS: 

Required 

BUS 4559 Case Package – a compilation of cases and readings 

I will be posting other items during the course on eZone. If you find a timely and topical 
article, please let me know and we will post it to share with the class. Other readings may be 
added during the course to provide recent context of the subjects being studied. 
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Liar’s Poker (1989) by Michael Lewis – a classic about life in an investment bank  

Optional 
Investment Banking: Valuation, Leveraged Buyouts, and Mergers & Acquisitions, University 
Second Edition (May 2013; ISBN: 978-1-118-47220-0) by Joshua Rosenbaum and Joshua 
Pearl. This text is referred to by the initials R&P in the course outline below. 

COURSE EVALUATION: 
Your mark will consist of five parts, as outlined below. There is a midterm exam, but no final 
exam. The course will be very interactive and is designed to encourage participation and 
active learning. 

 Weight 

Apple pre-assignment (complete and hand in on first day; 82% or 0%) 10% 

Bloomberg module (complete by end of intercession; 82% or 0%) 10% 

Classroom contribution (assessed by peers and myself) 25% 

Midterm (half quantitative/half qualitative; financial calculator; no laptops 
or smartphones; closed book) 

25% 

48-hour group project (teams prepare a written report on a topic 
assigned by me) 

30% 

Apple Pre-Assignment (10%) 

You are expected to complete the Apple pre-assignment. Print out the five pages, and hand 
them in to me at our first class. The grade on this pre-assignment will either be 82% if it is 
completed and handed in by the start of class, or 0% if it is not. There will be no exceptions or 
late submissions. I am not concerned about mistakes in the assignment – I want to see it 
completed and am rewarding effort. This pre-assignment will form the topic of discussion for 
our first day.  

Class Contribution (25%) 
You are expected to be fully engaged in the learning process. To get the most out of this 
class, you need to devote time and energy to preparation, including learning team meetings, 
listening to others during class, and engaging in class discussions. Collective reasoning and 
discovery are critical to the successful application of the case method. Prior to any case 
discussion, engaging in discussions with (or examining notes from) others who may have 
already experienced a case is a violation of Ivey norms. 

The daily classroom discussion represents a unique opportunity for you to develop and 
enhance your confidence and skill in articulating a personal position, reacting "on the spot" to 
new ideas, and receiving and providing critical feedback from a group of assertive and 
demanding colleagues. 

Contribution can take many forms including: a good assessment of the problem; identification 
of imaginative yet realistic solutions to the problem; a carefully thought out analysis of 
alternatives; or an effective strategy for implementation of the alternative chosen. 
Contribution can also be achieved through a level of questioning that causes the class to 
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rethink its analysis and position. Emphasis will be placed on the quality of contribution, not 
the quantity. 

Contribution evaluation is subjective and entirely at the discretion of the course instructor. I 
will assign a grade based on my careful and subjective assessment of the value of your input 
to classroom learning. This assessment will be supported by peer evaluations from two 
students in each class. At the end of term, I add up the class-by-class data then rank your 
total contributions relative to others in your class to arrive at a final grade. Lack of preparation 
or negative comments may lower your class contribution grade. 

Please note that two aspects of your contribution are not subjective: attendance and 
punctuality. These qualities are valued by employers, peers, and by me. We will keep class-
by-class records of each student's attendance and contribution. Please do your best to arrive 
to class on time. If you are unable to attend class (e.g., illness, family crisis), please inform 
me by e-mail prior to the class. The HBA policy is that if you miss more than 25% of the 
classes (i.e., 6 classes), you may fail the course.  

Our classes will be laptop free, unless a laptop is specifically noted in the course outline. 
Please shut off cell-phones and other electronic devices during class. 

Bloomberg Market Concepts (BMC) certificate (10%) 
Bloomberg is a key source of information used in capital markets and banking to find 
information on companies and their securities and as a source of real-time news, data and 
economic analysis. Anyone considering a career in finance needs to understand how to use 
Bloomberg. Ivey’s library has 8 dedicated terminals available for students on a first come – 
first served basis. Students in this course are required to complete the Bloomberg Market 
Concepts (BMC) certificate. BMC is Bloomberg’s first ever web-based financial markets 
course designed specifically for university students seeking a career in finance and financial 
services. BMC provides students with resume-enhancing knowledge of the foundations of the 
major asset classes as well as exposure to the most frequently used Bloomberg Terminal 
functions. It is self-paced, online course consisting of four modules: economic indicators, 
currencies, fixed income, and equities. Students complete the modules in their own time, with 
each module concluding with a set of questions on the material covered. Once the four 
modules are completed, the student receives a BMC certificate.  

Given that the BMC certificate is all or nothing, students will receive a mark of 82% if they 
complete the certificate, and 0% otherwise. The BMC certificate must by completed by 
Friday April 29th at 5:00pm, but I recommend completing it by the end of the first week of 
the course (Friday April 22) as preparation for the midterm exam. 

Midterm (25%) 

The midterm will be a multiple choice exam. The format will be approximately 50% 
quantitative (i.e., calculations) and 50% qualitative questions. The midterm will cover: bond 
math, currency swaps, discounted cash flow (DCF) analysis, WACC, market multiples, and 
the impact of financing choices on key operating and profitability metrics (e.g. leverage ratio, 
interest coverage, EPS, ROE, etc.…). A set of review questions will be circulated and 
discussed prior to the exam. 

The exam will be closed book, although you may bring one page of notes (8.5” x 11” paper, 
double-sided). You may use a financial calculator, but no laptops or other electronic devices 
are allowed.  

bwilkie
Highlight
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48-hour group project (30%) 
The team must provide a written report on a topic assigned by me. I will assign each person 
to a team. The team will be evaluated on the basis of two outputs: (i) a written report (20%), 
and (ii) an Excel spreadsheet (10%). Details on the topic will be provided in a separate 
distribution. We will be using peer evaluations to assess performance on this group project. 
Peer evaluations will be used to modify a student’s mark. A student can therefore receive a 
lower or higher mark than other members of their team. If a student does not demonstrate 
that they contributed to their team project in a meaningful way, they may receive a failing 
mark on this project. 

I. Written report  
The report must be 5 pages of written text, plus 5 to 7 exhibits (number of exhibits, not 
pages). The report must be submitted using Microsoft Word using the template provided 
(Times New Roman 11 point font, line spacing 1.0 line, 1” margins).  

The report is designed to showcase your team’s ability to apply the knowledge gained from 
the course.  

II. Excel spreadsheet 
Each team must submit their Excel workbook showing your models and calculations. It 
should contain all materials used in your report. Points will be awarded for layout, clarity and 
use of formulae. Clearly show your assumptions in a yellow highlighted cell with blue text 
(bold). Do not hard code numbers into cells. 

The details of the 48-hour group project and the composition of the teams will be provided in 
class on Wednesday April 27. The captain of each team must email the report and Excel 
spreadsheet to mking@ivey.ca by 3:00pm by Friday April 29. Please deliver a printed 
copy of the report to my assistant Sylvie Salewski, who will record the time on your copy. 
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IMPORTANT ADMINISTRATIVE INFORMATION: 

Appointments 
Please feel free to contact me at any time if you have any questions or issues you would like 
to discuss. I will schedule office hours each day between 2:00 – 4:00 p.m. I have an open 
door policy, which means that if my office door is open I am happy to see you immediately. 
Given my other duties, I may not always be available. If you wish to see me at a specific time, 
please e-mail me or my Faculty Assistant Sylvie (ssalewski@ivey.ca) to set up an 
appointment.  

Plagiarism 

Scholastic offenses are taken seriously and students are directed to read the appropriate 
policy, specifically, the definition of what constitutes a Scholastic Offense, at the following 
website: 

http://www.uwo.ca/univsec/pdf/academic_policies/appeals/scholastic_discipline_undergrad.p
df  

Students must write their essays and assignments (at Ivey this includes case exams and 
reports) in their own words.  Whenever students take an idea, or a passage from another 
author, they must acknowledge their debt both by using quotation marks where appropriate 
and by proper referencing such as footnotes or citations.  Plagiarism is a major academic 
offence. 

All required papers (at Ivey this includes case exams and reports) may be subject to 
submission for textual similarity review to the commercial plagiarism detection software under 
license to the University for the detection of plagiarism.  All papers submitted for such 
checking will be included as source documents in the reference database for the purpose of 
detecting plagiarism of papers subsequently submitted to the system.  Use of the service is 
subject to the licensing agreement, currently between The University of Western Ontario and 
Turnitin.com (www.turnitin.com). 

Appeal of Grades 
Any appeal should be made within 7 days (but not sooner than 2 days) of receiving the 
grade. Return the document to me with a note summarizing your concerns. I will deliver a 
written reply after reviewing your comments. If you are not satisfied at this stage, we then 
make an appointment to discuss your paper and its grade. If a grade is appealed, the grade 
may be changed upward or downward.  

Attendance 
Attendance in all sessions of this course is mandatory. Ivey recognizes that circumstances 
may arise that make it impossible for you to attend.  If you are unable to attend class for any 
reason, we expect you to comply with HBA program requirements for notifications and send 
an email in advance to the hbaaway@ivey.uwo.ca  email address, including the reason for 
your absence.  If you fail to do so, your absence will be recorded as a missed class. You will 
not receive any contribution credit for that class; there is no way to “make up” for a missed 
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day.  A grade of zero will be assigned to those classes. Missed double classes will be 
counted as two absences. Despite your absence, you may be asked to complete an 
additional assignment to ensure you are keeping up with the assigned work. 

If absenteeism has reached 25 percent or more of the total number of classes (i.e., 0.25 x 20 
= 5 or more classes), your absences will be reported to the Dean’s Designate, the HBA 
Program Director.  You may not be eligible to write any final exam or report for this course. 
UWO’s policy is outlined at: http://www.uwo.ca/univsec/handbook/exam/attendance.pdf  

In the event of an illness requiring medical documentation, please see the HBA Program 
office for specific instructions.  Note that medical documentation must meet Western’s 
requirements and be submitted to the HBA Program office, not the course instructor.  Any 
non-medical absences from reports and examinations must be approved by the HBA 
Program office and accommodation for such absences will only be granted under extenuating 
circumstances. Please see Western’s Policy on Accommodation for Medical Illness at: 

http://www.uwo.ca/univsec/handbook/appeals/accommodation_medical.pdf  

Missed classes with the exception of religious holidays with advance notice or extended 
absences approved by the program office, will be included in the overall calculation for 
contribution.. 

Support Services 
Students who are in emotional/mental distress should seek assistance from the HBA 
Program Office.  As well, Mental Health at Western provides a complete list of options about 
how to obtain help: http://www.uwo.ca/uwocom/mentalhealth/  

Prohibited Information 
Unless explicit instructions are received from your instructor to the contrary, your preparation 
must be limited to the information provided by your instructor(s), plus your own experience 
and that of your class peers. Class contributions should be based exclusively on your 
preparation and discussions with members of your learning team or section classmates, and 
not augmented with information obtained anywhere else. Information related to cases that 
have been obtained from sources other than your instructor in paper, electronic or verbal 
form is not permitted to be used for class contribution purposes. Such prohibited information 
includes, but is not limited to, the following: 

 Hand-outs, including follow-on ("B") cases 
 Exam or report feedback (related to a particular case) for other students or provided in 

other sections or years 
 Notes, spreadsheets, etc. specific to cases (obtained before the case has been taught) 

prepared by students in other sections or years 
 Company information that is not provided in the case (and that is not derived from your 

own experience) 
 Teaching notes 

 If it is determined that such prohibited information is used in class discussions, such an 
incident will be deemed to be a violation of Ivey's Student Code of Professional Conduct.
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CLASS SCHEDULE: 
Please check eZone regularly for changes to the schedule and other course news. 

 

Date Session Time Topic 

18 Apr 1 A 8:30-9:50 INTRODUCTION TO INVESTMENT BANKING 

Mon 1 B 10:05-11:25 APPLE VALUATION PRE-ASSIGNMENT 

 1 C 11:40-13:00 APPLE VALUATION PRE-ASSIGNMENT 

19 Apr 2 A 8:30-9:50 *CASE: DELUXE CORP 

Tues 2 B 10:05-11:25 *CASE: DELUXE CORP 

 2 C 11:40-12:30 DEBT CAPITAL MARKETS & INTEREST RATES 

20 Apr 3 A 8:30-9:50 *CASE: ROCHE HOLDING AG 

Wed 3 B 10:05-11:25 *CASE: ROCHE HOLDING AG 

 3 C 11:40-13:00 EQUITY CAPITAL MARKETS & THE IPO PROCESS 

21 Apr 4 A 8:30-9:50 *CASE: FACEBOOK: THE IPO (A)  

Thur 4 B 10:05-11:25 *CASE: FACEBOOK’S IPO: THE AFTERMATH (B) 

 4 C 11:40-13:00 CAPITAL STRUCTURE, DEBT & TAXES 

22 Apr 5 A 8:30-9:50 *CASE: NOKIA: FINANCING THE STRATEGIC PLAN 

Fri 5 B 10:05-11:25 *CASE: NOKIA: FINANCING THE STRATEGIC PLAN 

 5 C 11:40-13:00 REVIEW SESSION 

 
MIDTERM, SATURDAY APRIL 23, timing to be determined 

25 Apr 6 A 8:30-9:50 *CASE: DEUTSCHE BANK AND BASEL 3 

Mon 6 B 10:05-11:25 *CASE: DEUTSCHE BANK AND BASEL 3 

 6 C 11:40-13:00 LEVERAGED BUYOUTS (LBOs) 

26 Apr 7 A 8:30-9:50 *CASE: BAIN CAPITAL AND DOLLARAMA 

Tues 7 B 10:05-11:25 *CASE: BAIN CAPITAL AND DOLLARAMA 

 7 C 11:40-13:00 SELF-STUDY: Bloomberg Market Concepts (BMC) 

27 Apr 8 A 8:30-9:50 *CASE: MOGEN’S CONVERTIBLE BOND 

Wed 8 B 10:05-11:25 *CASE: MOGEN’S CONVERTIBLE BOND 

 8 C 11:40-12:30 OVERVIEW OF FINAL PROJECT: 48-HOUR REPORT 

 
FINAL PROJECT, DUE FRIDAY APRIL 29, 3:00 pm by email to mking@ivey.ca with 

printed copy dropped off with Sylvie Salewski, 2nd floor 
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DETAILED COURSE OUTLINE: 
 

Session TOPICS, CASES, READINGS & ASSIGNMENT QUESTIONS 

1 a INTRODUCTION TO INVESTMENT BANKING 

Readings: 

 Note on Issuing Securities to the Public in Canada (casebook) 
 Michael Lewis, Liar’s Poker, Chapters 1, 2 and 3. 
 Skim: Goldman Sachs Group, IPO Prospectus dated May 3, 1999 (eZone). 

Assignment Questions: 

1. What is the global financial market? Name five asset classes that trade in this 
market. What distinguishes these asset classes?  

2. What is meant by the term ‘capital market’?  
3. What are four key differences between common shares, preferred shares and 

debentures?  
4. What is a derivative? What are the key differences between futures, forwards and 

options? 
5. What is an investment bank? What are its main functions or business lines? How 

does each one make money? What is the difference vs. (i) a commercial bank, (ii) 
a universal bank, and (iii) an asset manager? 

6. How does Goldman Sachs make money? 

1 b,c APPLE VALUATION PRE-ASSIGNMENT  

Readings: 

 Optional: Ch. 1, 3 from Investment Banking by Rosenbaum and Pearl 

Assignment Questions: 

You are expected to complete the Apple Valuation pre-assignment in Excel, which is 
posted on eZone. Print out the five pages, staple and add your anme, then hand them 
to me at the start of our first class. The grade on this pre-assignment will either be 
82% if it is completed and handed in by the start of class, or 0% if it is not. There will 
be no exceptions or late submissions. I am not concerned about mistakes in the 
assignment – I want to see it completed and am rewarding effort. This pre-assignment 
will form the topic of discussion for our first day.  

2 a,b DELUXE CORPORATION 

Case: Deluxe Corporation (casebook) 

Readings: 

 Overview of Credit Ratings (casebook) 

Assignment Questions: 

1. What financing requirements do you foresee for Deluxe in the coming years? 
2. What are the main objectives of the financial policy that Rajat Singh must 

recommend to Deluxe Corporation’s board of directors? Evaluate the different 
options using the FRICTO framework. 



 
Version: March 30, 2016 
                                  

10 of 14 
 

3. Drawing on the financial ratios in case Exhibit 6, how much debt could Deluxe
borrow and still maintain a BBB rating? Hint: Using the required EBIT interest 
coverage for each rating and Deluxe’s EBIT, back-out their debt capacity for a 
given rating. Assume the cost of debt is 6%.  

4. Using Hudson Bancorp’s estimates of the costs of debt and equity in case 
Exhibit 8, which rating category has the lowest overall cost of funds (WACC)? 
Do you agree with Bancorp’s view that equity investors are indifferent to the 
increases in financial risk across the investment-grade debt categories? 

5. What target debt/equity ratio should Singh recommend? Justify your choice. 

2 c DEBT CAPITAL MARKETS & INTEREST RATES 

Readings: 

 Overview of Credit Ratings (casebook) 
 Interest Rates, Market Pricing, and Compounding (casebook) 
 Yield curve basics (casebook) 

Assignment Questions: 

1. What is a yield curve? Using Bloomberg, plot the Government of Canada yield 
curve for the close of April 1, 2016. Plot the U.S. government yield curve for the 
same day. Are the curves upward sloping, downward sloping or flat? What 
explains the difference in the shape of the two yield curves? 

2. What is a bond’s yield to maturity (YTM)? How is it related to IRR? 
3. Using Excel, calculate the YTM on a Canadian corporate bond with exactly 10 

years remaining to maturity that settles on April 15, 2013, with a coupon of 
5.00%, semi-annually, and a price of 106.25% of par.  

4. Exactly five years have passed and the same bond is now trading at a yield-to-
maturity of 6.00%. Calculate its price. 

5. What is a credit rating? What is the difference between investment grade and 
non-investment grade? Why does it matter? 

6. What is a bond’s credit spread? How is it measured? How does the credit 
spread relate to a company’s credit rating? 

3 a,b ROCHE HOLDING AG 

Case: Roche Holding AG: Funding the Genentech Acquisition (casebook) 

Assignment Questions: 

1. Evaluate Roche’s alternatives for financing the Genentech acquisition using the 
FRICTO framework. What are the pros and cons of Roche doing a bond deal at 
this time? Why not issue equity? 

2. How will the bond offering affect Roche’s bond credit rating? What will be 
Roche’s rating after the takeover of Genentech is completed? Defend your 
choice using the following pro forma financial ratios: EBIT interest coverage, 
Debt/EBITDA, Debt/Capital. 

3. Based on your expected ratings, what are the best comparable companies for 
pricing the Roche bond deal? Which deals are not good comparables and 
why? 

4. What are your estimates of investors’ required credit spreads (in basis points) 
for the Roche 5-year, 10-year, and 30-year U.S. dollar bonds? What are the 
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implied yield to maturity for each tranche? 

3 c EQUITY CAPITAL MARKETS & THE IPO PROCESS 

Readings: 

 The Process of “Going Public” in the United States (casebook) 
 Note on IPO Share Allocation (casebook) 

Assignment Questions: 

1. What is the rationale for a private company to go public? Evaluate the costs 
and benefits of going public using the FRICTO framework. 

2. What regulatory filings are required? What is ‘due diligence’? What is the ‘quiet 
period’? 

3. What is the role of the underwriters? How are the underwriters’ paid when a 
company goes public? 

4. What is an underwriting syndicate? ‘book building’? a ‘greenshoe’?  
5. What is the difference between a marketed deal and a bought deal?  

4 a FACEBOOK: THE IPO 

Case: Facebook, Inc.: The Initial Public Offering (A) (casebook) 

Readings: 

 Skim: Facebook Inc. Form S-1/A Registration Statement (Red Herring) dated 
May 16, 2012 (eZone). 

Assignment Questions: 

1. How does Facebook make money? What are the value drivers of its business? 
What is its comparative advantage relative to other social networking 
companies? 

2. Why is Facebook going public? What is the planned use of proceeds from the 
offering? 

3. What was going on in the U.S. IPO markets prior to Facebook’s offering? What 
has been the performance of recent IPOs? 

4. What is the intrinsic value of a Facebook share? Justify your choice by 
conducting a DCF valuation. How does this valuation compare to the price talk 
from the underwriters? 

5. As a potential shareholder, what are your concerns about Facebook or its stock 
offering? 

4 b FACEBOOK’S IPO: THE AFTERMATH 

Case: Facebook’s Initial Public Offering: The Aftermath (B) (casebook) 

Readings: 

 Skim: Facebook Inc. Form S-1 Registration Statement (Final prospectus) dated 
May 18, 2012 (eZone). 

 Skim: Facebook filing in US District Court (eZone). 

Assignment Questions: 

1. What happened to Facebook’s share price on the day of its IPO? What was the 
first day return relative to the offering price?  
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2. What was the return for shareholders over the first week? The first month? 
How did this compare with other IPOs around the same time? 

3. Was the over-allotment option (“green shoe”) exercised? Why or why not? 
4. What is reason for the shareholder class action lawsuit against Facebook and 

the lead underwriter, Morgan Stanley?  
5. Why are Facebook shareholders and underwriters suing NASDAQ? 
6. In your opinion, was the Facebook IPO a success or a failure? Justify your 

choice. 

4 c CAPITAL STRUCTURE, DEBT & TAXES 

Readings: 

 Capital Structure Theory: A Current Perspective (casebook). 

Assignment Questions: 

1. What is capital structure? Why not finance a company entirely with equity? 
Why not finance entirely with debt? 

2. What is the trade-off theory of capital structure? What is the pecking-order 
theory?   

3. What does the acronym FRICTO mean? Why is it useful? 
4. Who were Modigliani and Miller? What was their contribution to finance? Is it 

still relevant? 
5. If a firm’s marginal tax rate is 35%, what happens to the WACC of an all-equity 

firm as you add leverage? 
6. What are the advantages of debt? What are the disadvantages? 

 

5 a,b NOKIA: FINANCING THE STRATEGIC PLAN 

Case: Nokia OYJ: Financing the WP Strategic Plan (casebook) 

Assignment Questions: 

1. What key events have happened to Nokia between 2009 and 2011. What has 
been the stock market reaction? 

2. What did the new CEO mean when he said “I have learned we are standing on 
a burning platform”? (lead caption and Exhibit 1). 

3. What is the strategic plan with Microsoft? What do you think of it? 
4. Why does Nokia’s forecasted balance sheet for 2012 and 2013 not balance? 

For the downside scenario, what is causing the funding gap of EUR 4.3 billion? 
5. Nokia is considering issuing 4 options to finance this gap: (i) issuing debt, (ii) 

issuing equity, (iii) eliminating its dividend, or (iv) decreasing cash. 
Qualitatively, what would be the impact of each option on Nokia’s income 
statement, balance sheet, financial ratios, and credit rating? 

6. Nokia is considering issuing EUR4.3 billion of long-term debt. Calculate the pro 
forma impact under the DOWNSIDE scenario over 2012 and 2013 for: 

 Interest expense 
 Net income 
 EBIT interest coverage 
 Debt / (Debt + Equity) 
 Return on equity (ROE) 
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 Earnings per share 
 Cash / sales 

5 c REVIEW SESSION 

This class will be devoted reviewing for the exam. A set of problems are posted on 
eZone. Please complete them for this class.  

 MIDTERM EXAM SATURDAY APRIL 23, timing to be determined 

6 a, b DEUTSCHE BANK AND BASEL 3 

Case: Deutsche Bank and the Road to Basel III (UVA-F-1695) 

Readings: 

 The Economist, Weary Lender; Hollow Legs 
 Skim: Basel III: A global regulatory framework for more resilient banks and 

banking systems. 
 Skim: Basel III: Summary Table 

Assignment Questions: 

1. How does Deutsche Bank’s different business segments? How does each one 
make  money? 

2. How has DB’s business model and geographic exposure changed from 2002 to 
2012? Why has it changed?  

3. What do the historical financial statements tell us about DB’s profitability? What 
role does DB’s leverage play? How are ROA, assets/equity and ROE related? 

4. What is the financial outlook for DB in view of Basel III and the Eurozone 
sovereign debt crisis? 

5. What is your estimated value of DB’s shares? Use the P/E and Price-to-
Tangible Book Value. 

6. How has DB been doing lately? Be prepared to discuss its current stock price 
and earnings performance. 

7. Would you accept a job at DB? Why or why not? 

6 c LEVERAGED BUYOUTS (LBOS) 

Readings: 

 Note on Leveraged Buyouts (casebook) 
 Optional: Ch. 4,5 from Investment Banking by Rosenbaum and Pearl 

Assignment Questions: 

1. What is private equity? What is a financial sponsor? 
2. What is a leveraged buyout (LBO)?  
3. What is a general partner (GP)? What is a limited partner (LP)? How are they 

compensated? 
4. What three mechanisms are used to generate money in an LBO? 
5. What is cash-on-cash return? How is it related to IRR for a financial sponsor? 

7 a, b BAIN CAPITAL AND DOLLARAMA 

We will use a laptop in this class. Ideally it will have Excel. 
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Case: Bain Capital and Dollarama (Ivey 9B12N002) 

Assignment Questions: 

1. What is Dollarama’s strategy and financing needs over the coming years? Why 
might Dollarama prefer an LBO to going public through an IPO at this time?  

2. Assess the attractiveness of Dollarama as an LBO candidate using the criteria 
outlined on page 4 of the Tuck “Note on Leveraged Buyouts” in the casebook. 

3. Who is Bain Capital? What distinguishes Bain from other private equity firms? 
Why might Bain be a better partner for Larry Rossy than Onex or OTPP?   

4. Briefly lay out Bain’s strategy from entry to exit.  
5. What range of EV/EBITDA entry and exit multiples might be appropriate for 

Dollarama? Defend your choice. 
6. How does adding debt affect the value of Dollarama? What internal rate of 

return (IRR) can Bain earn by simply adding leverage? 
7. What other steps must Bain take to achieve their return objectives with 

Dollarama? 
8. In your opinion, what are the key drivers for value creation of the Dollarama 

LBO? What are the key risks? 

7 c SELF-STUDY: Bloomberg Market Concepts (BMC) 

8 a, b MOGEN’S CONVERTIBLE BOND 

Case: MoGen, Inc. (UVA-F-1559) 

Readings: 

 The Black-Scholes Option-Pricing Model (UVA-F-1522) 

Assignment Questions: 

1. What is an option? What five inputs are needed to price a European option? 
2. What is the difference between a call and a put option? What is in-the-money 

vs. out-of-the-money? 
3. What is a convertible bond? What is the conversion price? What is the 

conversion ratio? 
4. Why does MoGen need to raise $5 billion through external funding in 2006?  
5. What are the pros and cons for MoGen of issuing convertible debt via either 

straight debt or common equity? 
6. A convertible bond can be valued as the sum of a straight bond plus a call 

option. Starting with the current stock price of $77.98 per share, how can you 
use the Black-Scholes model to estimate the value of the conversion option 
with a 25% conversion premium for one share of MoGen stock? Be prepared to 
explain your choice for the stock price, exercise price, risk-free rate, time to 
maturity, dividend yield, and volatility. How should you convert this option value 
per share into the option value for a bond with $1,000 face value? 

7. What is the value of the straight bond component? What coupon rate should 
Manaavi propose in order for the convert to sell at exactly $1,000 per bond?  

8 c OVERVIEW OF FINAL PROJECT: 48-HOUR REPORT (due Friday April 29 by 
2:00pm; email to mking@ivey.ca or printed copy to Sylvie Salewski on 2nd floor) 

 


