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1. Please note the coupon rate for the bond.

2. Pleasc set the maturity as an integer (i.c., pleasc round to zcro decimal
rp ratc = 2.80%| = r-b 3. Pleasc sct the rD from your VP1 analysis here, correcting for any requc
Rccove ratc al ha = 60.40% 4. Pleasc sct the recovery rate per the industry this firm belongs to.
Market ricc of bond = $126.00 g (00 5. Pleasc set the valuc cqual to the market price of bond.
[ e : S " " : :
ro% D ~> ace VA 6. Please open Goal Scck through "Darta” rab, what-if analysis,
Ve E“““ N please set 1142 cqual to marker value of bond by changing 1344,
Col (1) Col.(2) Col. ()
Year Cash Flow CF (1 -p)‘ Alpha CF p (1 -p)“ Present Value /
1 $7.95 $7.54 $3.36 $10.60 Ceow Lb
2 §7.95 §7.15 §3.18 $9.78 Can uie Coal
3 $7.95 $6.78 $3.02 $9.03 le bab/ 7
4 §795 $6.43 §2.87 $8.33 determe the proba (-7
5 $7.95 $6.10 §2.72 $7.68
6 $7.95 $5.79 $2.58 $7.09 of def an ( 'f’ .
7 $7.95 $5.49 $2.44 $6.54
8 $7.95 $5.21 $2.32 $6.04
9 §7.95 $4.94 §2.20 §5.57 \/ R
1¢f
10 $7.95 $4.69 $2.09 85.14 Cor  shor fer 14 b )
11 $7.95 $4.44 $1.98 $4.74 '
12 $7.95 $4.22 $1.88 $4.37 ,a} {«e/% {' e s { /lﬂ_ ])Vﬁ Lf( Ll (’ #
13 $7.95 $4.00 $1.78 $4.04 {1
14 $7.95 $3.79 $1.69 $3.72 1L v
S S— Chg neeaq .
15 $107.95  $48.84 $1.60 §33.34 of defaulf- cav 1 )o
16 $0.00 $0.00 $0.00 $0.00 / > (
17 $0.00 50.00 $0.00 8000 < Wiy 7 — bowd ho dedy over—
18 $0.00 $0.00 $0.00 $0.00 ) .
19 50.00 $0.00 $0.00 000 P e short -terw matur (7/
20 $0.00 $0.00 $0.00 80.00 [
21 $0.00 50.00 $0.00 $0.00 dedt claims )
22 $0.00 $0.00 $0.00 $0.00 . /
23 $0.00 $0.00 $0.00 $0.00 An é/l vfe Ius 1Lm4 ef you €ay
24 $0.00 $0.00 $0.00 $0.00 7
25 $0.00 $0.00 80.00 80.00 Set =0 iustead e p <0,
26 50.00 $0.00 $0.00 $0.00 {b
27 $0.00 $0.00 $0.00 $0.00
28 $0.00 $0.00 $0.00 $0.00
29 $0.00 $0.00 $0.00 $0.00
30 $0.00 $0.00 $0.00 $0.00
$0.00
Valuce of bond = $126.00 — M ar < e ‘IL
Probability of distress (Annual) = 5.15% 4
Probability of distress over 5 ycars = 23.23% D Co f . (7—)
Probability of distress over 10 years = 41.06%
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Example of Calculating the Probability of Financial Distress Using the Default Probability Calculator, Tesla Bond, Date: 8/12/2021

NTSLA 5.3 08/15/255$7102.768 +.000 Yld -15.042
As of 13 Aug Source BMRK

Actions ~ Settings ~ Page 1/12 Security Description: Bond
949 S INo Notes 95 Buy 96) Sell

26) Issuer Description

Pages Issuer Information Identifiers

1];;' Eggfl i:ﬁg EE TESLA INC FIGI BBGOOHDBOK71

el Industry Automotive (BCLASS) CUSIP 88160RAE1

19 Covenants Security Information ISIN US88160RAE18

15 Guarantors Mkt Iss PRIV PLACEME.. Bond Ratings

16) Bond Ratings Ctry/Reg US Currency USD Moody's Bl

17) Identifiers Rank Sr Unsecured Series 144A S&P BB

B Coupon 5.300000 Type Fixed Composite BB-

19) Inv Parties

20) Fees, Restrict Cpn Freq S/A

1) Schedules Day Cnt 30/360 Iss Price 100.0000 Issuance & Trading

22) Coupons Maturity 08/15/2025 Aggregated Amount Issued/Out
Quick Links CALLED ON 08/15/21@102.65 usD 1,800,000.00 (M) /
32; AELQ Focing Iss Sprd +320.00bp vs T 2 08/15/25 USD 1,800,000.00 (M)
s XSSP Calc Type (1)STREET CONVENTION Min Piece/Increment

19 CACS Corp Action _ Pricing Date 08/11/2017 2,000.00/ 1,000.00

36) CF 1st Coupon Date 02/15/2018 Par Amount 1,000.00
37) CN Sec News Call Announcement Date 07/19/2021 Book Runner JOINT LEADS

39 HDS  Holders Call Effective Date 08/15/2021 Reporting
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Estimating the costs of financial distress (CFD)

infinit
NPV[CFD ]= ) [———f{=—f— -+
t=1

_pxLGDxV,
rotP— &

Estimating the tax shields (TS)

NPV[TS]=(1_p)ZQ’faQ+(1_p)2_ch£_+"=(l"p)TC"PD
1+7p (1+7’D)2 r,+p

Estimating the probability of default (p)

D:i(l-p)' r,D+p(1-p) " a(1+r,)D
t=1 (1+rD)‘
_rpxDx(1-p)+ pxax(1+r,)xD

fpt+P

—>D




Make-up Quiz #6 (Week #6) for FIN 5372

\/ Qutestion #1 (0.5 pts)
Which of the following is not an indirect cost of financial distress?
A. Management distraction and difficulties in running the business due to engagements in

managing corporate liabilities restructuring during bankruptcy
. Loss of customers and suppliers

B
C. Conlflicts between shareholders and bondholders
D. Court fees associated with administrative bankruptcy procedures

\/ Question #2 (1 pts)

In the example of risk-shifting from slide set "Costs of Financial Distress: Risk- Shifting" which

project will be preferred by the equity holders if the probability of the good state is 10% and the
pr\})ablhty of the bad state is 90"—/05

A. Project B
B. Project A
C. Project C

\/ Question #3 (0.5 pts)
The probability of financial distress can be estimated as the ratio of the expected benefit and

expi:tedT;:lcizt (:f}l;)l:ilr%rlsk);(;e‘bt el r ~ r } E@"! Fl_é
risir N\ ,..»-z » -
B. False rP ; rF. F

\/Qum‘zon #4 (0.5 pts) (") CAPM : = F'+ PD MRP (l—-o()({-f-r‘r.) } CO{é

The manager of the bankrupt firm (also known as the "debtor-in-possession") has exclusivity in
drafting reorganization plan first 120 days in Chapter 7 bankruptcy.
/ A. False

B. True

\/onteJ‘tz'Oﬂ #5 (1 pts)
In the example of a poison pill effect from slide set “Common Takeover Tactics: Poison Pills, Pre-
and Post-Offer Takeover Defenses”, what will be the percent of ownership in the target stock by

the acquiring firm after the trigger of the poison pill, if the poison pill provisions enable each target

shareholder to buy three shares of target stock at a nominal price for each share they own?
A. 40%

B. 33%
C. 25%
v/ D. 20%

\/ Question #6 (0.5 pts)
A bear hug is an offer made by one company to buy the shares of another for a much higher per-

share price than what that company is worth in the market.
A. True

B. False






