P1: TIX/XYZ
JWBKS517-IND

P2: ABC

JWBKS517-Ramirez July 8,2011 17:5

Printer: Yet to come

ABB with backstops 98-9, 209-11
see also accelerated book-buildings
ABBs see accelerated book-buildings
ABC double exchangeable case study 169-72
ABC restructuring of call on own shares case study
355-61
accelerated book-buildings (ABBs) 65-6, 98-100, 115,
207-8,209-11, 229-33
see also ABB with backstops; block trades
advantages 99
definition 65, 98-9, 209
German disposal of Fraport with JP Morgan
collaboration case study 229-33
IPIC disposal of Barclays stock case study 100
terms 100
types 98-9
weaknesses 99, 115
accelerated stock repurchase programs (AZRs), share
buybacks 329-32, 339
acceleration events see early termination events
accounting considerations 257. 25563, 26673, 276,
284, 290-1, 332, 340, 39, 250, 381-3, 384
see also IAS ...;IFRS ... US GAAP...
acquisition prices, M&As 235
acquisition/sale price of shares, initial prices 15-16
actual days, equity swaps 9-26
additional Tier 1 capital 367, 373-6, 397400, 405-6
see also Basel III; Tier 1. ..
calculations 375-6, 406
components 373-6, 377, 405
deductions 375-6
definition 367, 373
inclusion criteria 373-4, 377, 405-6
minimum requirements 376
Tier 2 capital 375-6
additivity, variance swaps 63
administrative agent fees, revolving margin loan facilities
3234
ADTVs 294-5
advisors, IPOs 68-87
affiliates 387-8
affirmative covenants, equity financings 294
‘aftermarket’ trading, IPOs 79-81
AGMs see annual general meetings
Agnelli family equity swap with Merrill Lynch case
study 248-52
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all dividends, dividends ncr basket calculations 20-1

Allen & Co. 86

Allianz 405-6

allocation of shates, IPOs 66-70, 78-87

American-styie vpfions 36, 231-3, 252-6

analyst piesenwations, IPOs 75-7

‘anchor ma:reting’ category, pre-marketing of the IPO
aifering 76

anaua' general meetings (AGMs) 235-6, 240-3, 308,
346-7

annualization factor 614, 1967

antitrust authorities, M&As 237, 255-6

arbitrage 29, 105, 199-200, 204-5, 243-8

articles of association 236, 325, 327

ASF see available stable funding

Asian call purchases 343-5

ASRs see accelerated stock repurchase programs

asset managers, equity swaps 25-6

‘at the market’ offerings (ATMs), definition 100-2

at-the-money options 36-7, 43, 48-9, 113-14, 214-15,
267, 341-5

see also intrinsic value.. . .

ATMs see ‘at the market’ offerings

auditors 68-86, 228-9, 404

automatic exercise term (auto options) 31-2, 282

available stable funding (ASF) 395-7

balance sheets 266-73, 308, 327, 363, 364-9, 3934,
395-400
Banco Popolare convertible bond rights issue case study
95-8
Banco Santander 116-18, 283
Bank of America 82-3
Bank of Italy (Bol) 252
Bank of New York (BoNY) 132-6
bank regulatory capital 97-8, 128-33, 137-40, 308,
365-406
see also Basel . . . ; capital buffers; Tier. ..
capital instruments failing capital eligibility criteria
393
capital ratios 365, 366-7, 373, 376, 379, 390-2, 402-3
case studies 397-406
Commerzbank capital structure enhancement with
Credit Suisse case study 404—6
components 365-70
concepts 365-406
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bank regulatory capital (Continued )
EU Capital Requirements Directive 366
Federal Reserve System 366
FSA 366
hybrid instruments 379-80, 404-5
leverage ratios 393—4
liquidity coverage ratios 394—6
minority interests 370-3, 374-5, 377-8, 397-400
net stable funding ratios 3967
risk-weighted assets 365-6, 367-9, 373, 376, 398-401
terminology 365-9
banking book operations 369, 386-7
bankruptcy petitions 116, 130, 196-7
banks 65, 72-88, 95-8, 128-33, 13740, 237-48, 252-6,
283-6, 308-20, 327-63, 365406
see also global coordinators; syndicates
banking/trading-book operations 365, 369, 3867,
399-400
financial crisis from 2007 393—4
regulating bodies 366
Barclays 100
barrier options 191-9, 216-24, 348-55
Basel Accords 365-9
Basel I 365-6
Basel 11 365-9, 389, 394, 399-400
see also bank regulatory capital; Pillar. . .;
risk-weighted assets
Basel III 365-9, 371-2, 379-89, 397-406
see also additional Tier 1 capital; bank regulatory
capital
capital conservation buffers 3901, 398-400
countercyclical buffers 391
deductions from Tier 1 capital 380-93
deferred tax assets 382, 388-9, 393
defined benefit pension funds 384-5
definition 365, 366
hybrid instruments 379-80, 404-5
implementation timescale 366, 592-3
leverage ratios 393—4
liquidity coverage ratins S9'=0
mandatory convertibles and contingent capital
instruments 372
minority interests 371-2, 397-400
net stable funding ratios 3967
transitional arrangements 392-3
unconsolidated financial companies 380, 385-9, 403—4
baskets of stocks 1-6, 18-26, 30-5, 56-8
BAT 153-6
BBVA 253-4
BCP, Controlinveste exchangeable bonds on Portugal
Telecom case study 141-7
Bear Stearns 243-8
bearish views 1, 33-5, 51, 199
beneficiaries, equity-based compensation plans 258-86
best-effort execution basis, VWAP-linked repurchase
programs 332-3
Black—Scholes options pricing model 3840, 47-8,
261-5
blackout periods 75-7, 328-9
block trades 98-9, 209-11
see also accelerated book-buildings
BNL, Unipol takeover of BNL and call/put combination
with Deutsche Bank 252-6

BNP Paribas 256, 33940
boards of directors 68—84, 87-8, 236-56, 327,
361-3
bonds 51, 64, 65, 66, 95-8, 103-40, 141-79, 229-33,
248-9, 287-300, 313-14, 368, 395-7, 4034
see also convertible . . . ; exchangeable.. . .
bonds collateralized by equity stakes 287-300, 313-14
definition 287-8
early termination events 292-5
bonus issues 467
book-building IPO process 66-7, 76, 77, 82-5, 87
bookrunners, IPOs 72-84
borrowing fees 4-6, 26-9, 41-2, 199-200, 228-9, 241-3,
317-18
bought deals see block trades
breakeven prices, options 32—6, 183-5, 191, 201, 343
bridge loans, M&As 235
Brisa 141, 156-61
British Land plc 241-3
Brownian motion 47-C
bullish views 1, 25—¢,30-3, 51, 199
butterfly put snreads see fly put spreads
buybacks of tonyersion rights, Cap Gemini case study
1411725
buybaciss £ convertibles/exchangeables 141,
115-7

calculation agents, equity financings 288-300,
309-16
call options 30-51, 11214, 121-4, 126-7, 148-79,
186-9, 200-5, 207-8, 214-15, 216-33, 252-6,
266-86, 340-63, 3734, 376-7, 401-3
see also collars; ‘Greeks’ (sensitivities); options. . .
ABBs 229-33
call/put deltas 43, 48
covered call writing 200-2
definition 30-1
disposal of strategic stakes 207-8, 214-15, 229-33
enhanced disposal of strategic stakes 207-8,
214-15
equity-based compensation plans 273, 278-83
examples 30-3, 367, 424
exchangeable bonds 229-33
German disposal of Fraport with JP Morgan
collaboration case study 229-33
hedging 186-9, 278-83
M&As 252-6
make-whole clauses 1267
payoffs 32-3, 49-50, 162-3, 187, 200-1, 278-9,
341-2
put—call parity 41-2
share buybacks 340-63
strategic stakes 141, 161-70, 186-9, 200-5, 207-8,
214-33
terms 30-3, 46-7, 161-2, 173, 200, 202, 214-15, 231,
252-6,279-81, 283, 342-6, 403
time value and intrinsic value 36-7, 283
Unipol takeover of BNL and call/put combination with
Deutsche Bank 252-6
call periods, convertible bonds 107-40
call rights 10940, 152-3, 288-300
call spreads 141, 161-70, 361-3
Cap Gemini 141, 172-5
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capital adequacy requirements 97-8, 128-33, 137-40,
308, 365-406
capital buffers 367, 376, 389-92
see also capital conservation . . . ; countercyclical . . .
capital conservation buffers 367, 376, 389-93,
398-400
capital guaranteed equity-linked products 51
capital increase products 65-102, 107, 115-16, 123-7,
161-9, 1734, 248-52, 2734, 329-32, 33940,
361-3
see also accelerated book-buildings; equity capital
market products; hybrid instruments; initial public
offerings; rights issues
capital instruments failing capital eligibility criteria, bank
regulatory capital 393
capital market products see equity capital market
products
capital ratios 365, 3667, 373, 376, 379, 390-2, 402-3
see also bank regulatory capital; Basel . . . ;
leverage . .. ; liquidity . . . ; net stable funding. . .;
risk-weighted assets; Tier I ...
Capital Requirements Directive (CRD) 366
see also Basel 111
capital returns to shareholders 327, 346
see also share buybacks
capital-allocation decisions 327-63
capped VWAP execution basis, VWAP-linked repurchase
programs 337-8
cash collateral agents 288-300, 304-8, 313-16
cash flow hedge reserves, Tier 1 capital deductions 380,
382-3
cash margin accounts, equity financings 290-1,
312-16
cash option terms, convertible bonds 107, 11112
cash settlement amounts, prepaid forwards plu: equity
swaps 310-16
cash top-ups, convertible bonds 111-12
cash-settled equity forwards 1-6
see also equity forwards
cash-settled equity swaps 6-26,.07-8, 224—7, 249-52,
301-8, 314-16
see also equity swaps
cash-settled options 30-50, 162-9, 182—4, 200-2, 280-3,
319, 320-2, 344-8, 385
see also options
CASHES 103, 127-8, 131-6
CDSs see credit default swaps
change-of-control make-whole clauses, convertible
bonds 126-7
Citigroup 83, 86, 101-2
clean-up call clauses, convertible bonds 127
close periods see blackout periods
closing prices, settlement prices of equity swaps 17
co-managers, IPO syndicates 73-87
CoCos see contingent convertibles
collared financing, equity financings 320-2
collars 186-9, 320-2, 338-40, 402-3
see also call options; put options
definition 186, 320
collateral 26-9, 114-15, 205, 241-8, 287-300, 313-16,
317-18, 324-5, 405-6
Commerzbank capital structure enhancement with Credit
Suisse case study 404—-6

commitment fees, revolving margin loan facilities
323-4
common stock 10340, 153-6, 276-80, 324-5, 32763,
365-406
see also convertible bonds; equity . . . ; Tier 1 capital
communication agencies, IPOs 68-84
company lifecycles, equity capital market products 65-6
compensation amounts, offsetting dividend risks 45-6
compo equity swaps 21-3
composite options 49-50, 162-9
concentrated stock positions see strategic stakes
conference calls, IPO roadshows 76, 77
confirmation agreements 1-2, 6, 267
CONSOB 253-6
consolidated balance sheets, minority interests 397-400
contingent convertibles (CoCos) 103, 127-40
see also CASHES; convertible bonds; ECNs;
FRESHSs; SCNs
Controlinveste exchangeabiic. bonds on Portugal Telecom
case study 141-7
converse transactions 204, 205, 252-6
conversion prices.103,-107-40, 166-9, 361-2
conversion ratio.. 10740, 174-5
conversion richts, Cap Gemini case study 141, 172-5
convertib!c arvitrage, definition 105
converiivie vonds 51, 65, 66, 95-8, 100, 103-40, 141-79,
~+6=52,361-3, 379-80
see also CASHES; contingent convertibles; ECNs;
equity-linked products; FRESHs; mandatory . . .
advantages 103—4, 106-7, 115-16, 117-18, 152-3
Banco Popolare rights issue case study 95-8
Basel 111 372
buybacks of conversion rights 141, 172-5
buybacks of convertibles/exchangeables 141, 175-7
buyer perspectives 105-6, 116, 118, 1201, 138,
152-3,178-9
call option make-whole clauses 126-7
call rights 109-40, 152-3
call spreads 161-9, 361-3
Cap Gemini repurchase of conversion rights case study
141, 172-5
cash option terms 107, 111-12
cash top-ups 111-12
change-of-control make-whole clauses 126-7
clean-up call clauses 127
concepts 66, 103-40, 248-52, 361-3
conversion premiums 103-4, 107-40, 148-79, 361-3
coupon deferral clauses 125-6, 131
coupons 10340, 147, 151-3, 169, 177-9, 211-14,
361-3
covenants 104, 1067
credit spreads 106, 114, 177-9
CSM call spread with Goldman Sachs case study 141,
161-9
definition 66, 103-5
delta 114-15, 118
dilution considerations 107, 115-16, 123-7, 161-9,
173-4,361-3
disadvantages 98, 107, 116, 118
dividend protection clauses 124-5, 211-14
dividend swaps 51
equity swaps 156, 176-8
exchangeable bonds 103-5
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convertible bonds (Continued )
fund types 105-6
Gileads’ share repurchase program financed with
convertible bonds case study 361-3
hedge funds 105-6, 11415, 175-7
implied volatility 106-7, 173-5
Infineon case study 103, 107-15, 127-8
issuer perspectives 106-7, 115-16, 117-19, 121-2,
138, 147-53, 172-9
likelihoods of conversion 141, 161-72
liquidity 105-6, 107
make-whole clauses 126-7
Microsoft convertible plus call spread case study 141,
169-70
net share settlement clauses 127-8, 167-9
Novartis LEPOs and put options with Deutsche Bank
case study 141, 147-53
pre-IPO convertible bonds 141, 178-9
put rights 110-11, 175, 178-9
reverse convertibles 51
Richemont warrants issue on back of convertible
preference shares case study 141, 153-6
rights issues 95-8, 131-6, 248-9
share buybacks 361-3
soft call term 10740, 162, 168-9
special clauses 1247, 174-5
strategic equity transactions 141-79
takeover make-whole clauses 126-7
tax calls 111-12
taxes 111-12, 363
terms 95-6, 107-14, 116-17, 118-19, 123, 124-7,
128-9, 132-3, 137, 169, 173, 174-5, 213
third-party issues 141, 147-53
TUI buyback convertible case study 141..1:5-7
types 103-5
valuations 110-11, 112-14, 122, 177-9
voting rights 103—4, 106-7, 153-6,2'1
warrants 141, 153-6, 362-3
zero-coupon convertibles 104, 147, 151-3, 169, 231-3
convertible preference sharce 141, 153-6
convexity 61, 63—4
Corporacion Dermoestetica’s public offer to acquire own
shares case study 345-6
corporate actions 467
see also bonus issues; dividends; rights issues; stock
splits
corporate governance 67
correlation trading, variance/volatility swaps 64
cost of carry, equity swaps 6-8
countercyclical buffers 367, 391-3
counterparty credit risk 28-9, 52, 318-19, 365-406
coupon deferral clauses, convertible bonds 125-6, 131
coupons 103-40, 142-79, 211-14, 232-3, 287-300,
361-3
see also interest payments
covenants 104, 106-7, 2934, 325
covered call writing, yield enhancement of strategic
stakes 200-2
credit conversion factors (CCFs) 394
credit default swaps (CDSs) 288-300
see also credit events
credit derivatives 394
credit enhancement tools, equity financings 291-2

credit events 158-61, 288-300
see also credit default swaps
credit ratings 106, 115, 130, 140, 142-3, 147-53,
229-33,248-9, 2934, 368, 395-7
credit risk 28-9, 205, 240, 319, 355-61, 365-406
see also bank regulatory capital; haircut uses
definition 368
credit spreads, convertible bonds 106, 114, 177-9
Credit Suisse 86, 100, 142, 252-6, 368, 404-6
CSFB 253-6
see also Credit Suisse
CSM call spread with Goldman Sachs case study 141,
161-9
cum-rights price, definition 88
currencies 21-5, 285-6, 369
current ratios 293—4
custodian banks 142-7

dates in dividend distributions 52
day count fractions 5—3,9-26, 249-52, 302-8,
312-16
debt capital markew 26, 65-6, 67, 10340, 287-325
see also hinds
debt-to-equity retios 115-16, 275, 279, 281, 2934
declarziion dates 52—8
declared cash dividends 20-1, 53-8
dag aied cash equivalent dividends 20-1, 53-8
DECS see dividend enhanced convertible securities
Jedicated convertible funds 105-6
deep-in-the-money call purchases, share buybacks
340-3
default events 288-300, 305, 313-16, 317-18
deferred tax assets (DTAs) 380-2, 388-9, 393
defined benefit pension funds 380, 383-5
delta 1, 42-8, 51, 105, 114-15, 118, 156, 174, 184-8,
191, 193, 195, 199, 202, 214-15, 219, 227-9, 280,
319
see also gamma; risk reversals; skew
definition 42-3
delta-hedging 1, 44-5, 51, 105, 118, 156, 174, 184-8,
191, 193, 195, 199, 202, 214-15, 219, 319
see also hedging
definition 44-5
delta-neutral hedging 105, 156
denominations
convertible bonds 107-40
exchangeable bonds 142-79
depositary banks 131-6
derecognition strategies for the disposal of strategic
stakes 207-8, 224-9, 308
critique 226-7
definition 207-8, 224
derivative instruments 1-64, 181-205, 219, 235-56,
382-3, 385, 394, 400-1
see also equity . . . ; forwards; futures. .. ; options;
range accruals; swaps
definition 316-17
deterministic disposal of strategic stakes 208—12
Deutsche Bank 141, 147-53, 156-61, 252-6
Deutsche Telekom (DTE) 2-4, 7-14
dilution 65, 88-98, 107, 115-16, 123-7, 161-9, 1734,
248-52,273-4, 329-32, 339-40, 361-3
directional views 51, 63—4
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disclosure requirements, M&As 235, 236-7, 247, 251-2, extraordinary (special) dividends 55
256 forward price calculations 4—-6
discounted cash flows (DCFs), IPO valuations 73 implied dividends 52-3, 58
discounted purchase share plans 258 monetization of dividend optionality 202—4
discounted VWAP execution basis, VWAP-linked offsetting dividend risks 45-7
repurchase programs 334-6, 337-8 options 38-41, 45-7, 318-22
discounts 73, 91-5, 99-100, 209-11, 231-3, 258, 334-6, pass-through mechanisms 124-5
337-8, 348-55 per basket 18-21, 56-8
dispersion trades 64 per share 91
see also correlation . . . periods 53-8
disposal of strategic stakes 207-33 protection clauses 124-5, 142-7, 211-14
see also strategic stakes rights issues 91, 94-5
ABBs 207-8, 209-11, 229-33 risk 45-7, 51
call options 207-8, 21415, 229-33 scrip dividends 11, 95, 2024, 401-3
cash-settled equity swaps 2247 stock lending/borrowing transactions 26-9, 51, 204-5,
concepts 207-33 241-3, 300-8, 31718, 320, 322
definition 207-8 threshold mechanisms 124-5
derecognition strategies 207-8, 224-9, 308 double issuance of exchange~ble bonds 141,
deterministic disposal strategies 208—12 169-72
double-speed range accruals 2204 double-speed range acciuciz 2204, 3524
double-speed range accruals with deductions 222-3 Dragui, Mario 255
double-speed range accruals with final call 221-2 drawn amounts, LTV 251-300
double-speed range accruals with knock-outs 2224 DTASs see deferiod tax assets
enhanced disposal strategies 207-8, 212-24 due diligence 69--5
equity swaps 207-8, 224-9 Dutch avzions, definition 67, 85-7
exchangeable bonds 207-8, 211-12, 213-14, 229-33 dynamic nedging 285-6
German disposal of Fraport with JP Morgan
collaboration case study 229-33 eaily fermination events, equity financings 292-5, 305,
gradual sales 208-9 309-16
indirect issues of exchangeable bonds 207-8, 211-12 carly unwind 301-8, 309-16, 322
market dribble-outs 208-9 earnings per share (EPS) 107, 260-1, 331-2
one-speed range accruals 216-19, 220-1 EBITDA 73, 260-1, 266-7, 270
physically-settled equity swaps 227-9 ECM team see equity capital markets (ECM) team
range accruals 207-8, 216-24 ECNs 103, 127-8, 136-8
distressed convertible valuations 113-14 effective dates 9-26, 53-8, 301-8, 309-16
distributed amounts, dividend swaps 53-¢ EGMs see extraordinary general meetings
diversification 25-6, 51, 64, 667, 307, 21¢, 324-5, 387 eligible collateral, revolving margin loan facilities
see also portfolios 324-5
dividend amount payers, dividena swaps 53-8 eligible shareholders see qualifying shareholders
dividend amount per period; dividend swaps 53-8 embedded options 501, 112-14, 121-4, 156, 162-9,
dividend enhanced convertible securities (DECS) 173-7, 2024, 261-86, 362-3, 385
118-24 see also convertible bonds
see also variable parity mandatory convertibles employee stock options plans (ESOPs) 257, 258-9,
definition 118 262-86, 329-30
dividend swaps 1, 50-8, 142-7 see also stock options plans
see also swaps accounting entries 261-5, 266-73
definition 50 definition 257, 258
exchangeable bonds 142-7 terms 258, 265-6
index dividend swaps 56-8 employees, stock options plans 257-86, 329-30
terms 53, 56 enhanced disposal of strategic stakes 207-8, 212-24,
dividend yields 42, 44, 61-4, 106, 115-40, 143-79, 231-3
181-205, 283-6, 318-19, 320-2 definition 207-8, 212-13
see also tho double-speed range accruals 2204
dividends 4-28, 38-41, 42, 44, 45-7, 50-8, 61-4, 91, exchangeable bonds 213-14
94-5, 103-40, 142-79, 181-205, 211-33, 249-52, one-speed range accruals 216-19, 2201
259-86, 300-8, 312-16, 318-22, 374 EPS see earnings per share
amounts 6-26, 53-8, 144-7, 249-52, 301-8 equity amount payers, equity swaps 6-26, 224-9,
capital returns to shareholders 327, 346 249-52, 276-80, 302-8
convertible bonds 103-40 equity amount receivers, equity swaps 6-26, 224-9,
dates in distributions 52 249-52, 276-80, 302-8
elections 2024 equity amounts 6-26, 59-64, 224-9, 249-52, 276-80,
equity swaps 626, 249-52, 276-80, 300-8 302-8,311-16

equity-based compensation plans 259-86 see also settlement amounts
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equity capital market products 65-102, 103-40, 367,
369-73
see also accelerated book-buildings; capital increase
products; hybrid instruments; initial public
offerings; rights issues
company lifecycles 65-6
overview 65-6
types 65-6, 87-8, 103
equity capital markets (ECM) team 65
equity derivative instruments 1-64, 181-205, 235-56
see also forwards; futures. . . ; options; swaps
concepts 1-64
equity financings 287-325
accounting entries 290-1
bonds collateralized by equity stakes 287-300,
313-14
case studies 287-300, 322-5
CDSs 288-300
collared financing 320-2
collateral 287-300, 31316, 317-18, 324-5
concepts 287-325
covenants 293-4, 325
credit enhancement tools 291-2
default events 288-300, 305, 313-16, 317-18
definition 287
early termination events 292-5, 305, 309-16
equity swaps 300-16
LTV 288-300, 304, 308-16, 318-22
margin loans 322-5
margining 288-308, 309-16, 318, 325
parties 288-90
prepaid forwards plus equity swaps 308-16
put financing 318-22
recourse/non-recourse types 299-300, 320
repos 316-17
sale plus equity swaps 300-8, 310, 312
stock lending/borrowing transactions 31718,
320-2
equity forwards 1-6, 156, 207- 8, 268-16, 329-32,
340
see also cash-settled . . ., hysically-settled . . .
concepts 1-6, 308-16, 329-32
definition 1-2
examples 2—4, 308-16
share buybacks 329-32, 340
terms 2, 4, 309-13
types 1-2
US GAAP rules 332
equity funds, convertible bonds 105-6
equity income funds, convertible bonds 106
equity notional amounts 9-14, 17-26, 1767, 227-9,
276-80, 3028, 311-16
equity plus share plans 258
equity swaps 1, 6-26, 130, 142-7, 156, 176-8, 207-8,
224-9, 238-40, 243-52, 273-80, 300-16
see also cash-settled . . . ; physically-settled . . . ; price
return . .. ; swaps; total return . . .
Agnelli family equity swap with Merrill Lynch case
study 248-52
asset managers 25-6
compo equity swaps 21-3
concepts 6-26, 224-9, 238-40, 243-52,
273-80

confirmation agreements 6
convertible bonds 156, 176-8
definition 6-7
derecognition strategies for the disposal of strategic
stakes 207-8, 224-9, 308
disposal of strategic stakes 207-8, 224-9
diversification 25-6, 307, 316
equity financings 300-16
equity-based compensation plans 273-80
examples 7-14, 17-21, 238-40, 243-8
hedging 13-17, 23, 246, 23940, 273-80
initial prices 9—12, 15-26, 225-9, 249-52, 276-80,
301-8, 309-16
M&As 23840, 243-52
Perry’s equity swaps with Bear Stearns and Goldman
Sachs case study 243-8
prepaid forwards plus equity swaps 308-16
quanto equity swaps 22-5
sale plus equity swaps 300-8, 310, 313
settlement methods 526
stock indexes 1-60.17-26
terms 9-13..18, 212, 24, 249-50, 275-6, 300-8,
309-1A
transact'on flows 8-9, 13—14, 18-20, 22-3, 24-5,
2.1-Y,244-52, 305-8, 314-16
uses 25-6, 224-9, 238-40, 243-52, 273-80,
500-16
=anity-based compensation plans 257-86, 329-30
see also stock options plans
accounting entries 261-5, 266-73, 284
call options 273, 278-83
case studies 265-83
definition 257-9
equity swaps 273-80
fair values 261-2, 26680, 284—6
hedging 257, 273-83, 285-6
HSBC share performance awards 257, 258, 283-6
IFRS accounting 257, 259-65, 276
risks 273-83
taxes 257
terminology 258-9
terms 258-9, 265-6
treasury shares 273-5, 278, 279, 281, 286
types 257-9
equity-linked products 66, 103—-40
see also convertible bonds; mandatory convertibles
equity-story part of the analyst presentation, IPOs
75-17
Ernst & Young 86
escrow accounts, equity financings 291-4
escrow agents, bonds collateralized by equity stakes
288-300
escrow agreements, bonds collateralized by equity stakes
288-300
Eurex 2, 4, 53-8
Euribor 6, 9-14, 18-26, 129-32, 135-6, 158, 250-2,
276-80
Euronext 53-8
European Union (EU) 328, 366
European-style options 306, 41-3, 181-205, 214-15,
252-6, 318-22, 3467
see also options
definition 36
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Eurostoxx 50 index 17-21, 56-8, 265-83, 325 Federal Reserve System 366
EV comparables, IPO valuations 73 fees
ex-dividend dates 10-14, 39, 45-6, 52-8, 204-5, IPOs 69, 71-2, 834
261-5 revolving margin loan facilities 323—4
ex-rights date, definition 88 rights issues 88
exchangeable bonds 103-5, 141-79, 207-8, 211-12, stock lending/borrowing transactions 26-9,
213-14,229-33 41-2, 199-200, 228-9, 241-3, 31718
ABBs 229-33 Fiat 248-52
ABC double exchangeable case study 169-72 fiduciary banks 132-6
buybacks of convertibles/exchangeables 141, 175-7 final exchange parts, equity swaps 305,
call options 229-33 313-16
Controlinveste exchangeable bonds on Portugal final offering structures, IPOs 76
Telecom case study 141-7 financial advisors, IPOs 69-87
definition 103, 141-2 financial covenants, equity financings 2934
deterministic disposal of strategic stakes 208, financial crisis from 2007 3934
211-12 Financial Services Authority (FSA) 366
Deutsche Bank exchangeable into Brisa case study financing considerations 26, 65-6, 67, 103-40,
141, 156-61 287-325
disposal of strategic stakes 207-8, 211-12, 213-14, see also debt capital . . . cquity capital . . . ; equity
229-33 financings
dividend swaps 142-7 financing repayment ameunts, forward price calculations
double issuance 141, 169-72 4-6
enhanced disposal of strategic stakes 213-14 Fiorina, Carly 329-30
exchange property 105, 145-7, 151-3, 169-71, Fitch 293
211-14,231-3 fixed ameunt payers, dividend swaps 53-8
German disposal of Fraport with JP Morgan fixed amourt per period, dividend swaps 53-8
collaboration case study 229-33 fixed « nounts 53-8, 59-64, 298-300
maturity 142-79, 211-14, 232-3 fivod parity mandatory convertibles 116-18
Novartis LEPOs and put options with Deutsche Bank Gxed strike, dividend swaps 53-8
case study 141, 147-53 loating amounts 6-26, 50-8, 59-64, 128-40, 224-9,
premiums 142-79, 231-3 249-52,298-308, 311-16
put options 15661 fly put spreads 189-91, 193
regulators 230 follow-on capital raising 66-7, 87-102
security mechanisms 146—7 see also accelerated book-buildings; convertible
strategic equity transactions 141-79 bonds; equity capital market products; rights issues
terms 141-2, 148-53, 158, 170-1, 21 1--12. 213, foreign currencies see currencies
231-2 forfeiture terms, equity-based compensation plans
third-party guarantees 141-7 259-86
transaction flows 147-57, 158--a1 Fortis Bank 103, 128-31
zero-coupon exchangeables147.151-3, 231-3 Fortis FRESH instrument case study 128-31
exercise of options 30-50, 265:-80, 320-2 forward prices 1-6, 308-16, 330-2
see also American . . .; European. .. forwards 1-6, 63, 121-4, 156, 207-8, 308-16,
exercise periods, equity-based compensation plans 329-32
259-86 see also equity . . . ; variance swaps
exercise prices, equity-based compensation plans Fraport 229-33
257-86 FRESHSs 103, 127-31
existing shares, rights issues 88-98 FSA see Financial Services Authority
Exor 248-52 FTSE 100 index 325
expected life terms, equity-based compensation plans fund managers 105-6
259-86 see also hedge . . .
expected losses, Tier 1 capital deductions 380, 383 futures exchanges 19-21, 22-6
expiration dates 30-50, 88-98, 181-205, 215, 231-3, FX risk 21-2, 23-4, 285-6, 369
252-6, 258-9, 265-73, 319, 342-6, 347-8
see also theta gain-on-sale related to securitization transactions, Tier 1
definition 38-9 capital deductions 380, 383
‘exposure’ see restated balance sheet assets gamma 42, 44, 59, 214-15
extraordinary general meetings (EGMs) 87-8, 90, 97, see also delta
122-3, 131, 236, 238-9, 255, 308 gamma-hedging 59
extraordinary (special) dividends 55 geometric Brownian motion 47-8
German disposal of Fraport with JP Morgan
fair values 219, 226-7, 261-2, 266-80, 284—6, 367-9, collaboration case study 229-33
381-3,402-3 Gileads’ share repurchase program financed with

Fazio, Antonio 252-5 convertible bonds case study 361-3
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global coordinators 68—84, 92-5
see also banks
Global Master Securities Lending Agreements (GMSLA)
26-7
GMSLA see Global Master Securities Lending
Agreements
going concerns, definition 367
‘going public’ process
see also initial public offerings
definition 66
Gold International case study 237-9
Goldman Sachs 83, 86, 141, 161-9, 243-8, 362-3
gone concerns
see also Tier 2 capital
definition 367, 376
goodwill 365, 380
see also intangible assets
Google’s Dutch auction IPO case study 85-7
grace/cure periods, early termination events 295
gradual sales, deterministic disposal of strategic stakes
208-9
grant dates, equity-based compensation plans 258-86
the ‘Greeks’ (sensitivities) 42-5, 11415
see also delta; gamma; rho; theta; vega
‘greenshoe’ (overallotment) option, IPOs 79-80,
83-7
gross dividends 11-14, 45-6, 202-3, 276-80
gross spread 71-2, 84-6
see also fees; initial public offerings
group presentations, IPO roadshows 76, 77
guaranteed borrow maturities 27
guaranteed execution basis 333
guarantees 27, 288-300, 333

haircut uses
see also credit risk
stock lending/borrowing transactions 28-9
Hang Seng index 325
hard call term, convertible bords 157-40
hard no call term, convertibiz bonds 107-40
hedge funds 105-6, 114-12. 156, 175-7, 200, 243-8
hedging 1, 13-17, 23-6, 44-5, 59, 63—4, 105-6, 114-15,
156, 175-7, 181-200, 216-29, 239-40, 243-8,
250-2, 254-6, 257, 273-83, 285-6, 319-22, 341-2,
363, 382-3, 388
see also delta-hedging
automatic exercise term (auto options) 282
call options 1869, 278-83
collars 186-9
dividend swaps 50-1
equity swaps 13-17, 23, 24-6, 23940, 273-80
equity-based compensation plans 257, 273-83, 285-6
fly put spreads 189-91, 193
HSBC share performance awards 285-6
knock-out puts 191-3, 219-24
ladder puts 193-5
pay-later puts 197-9
put options 181-99, 319-22
put spread collars 188-9
put spreads 1846, 188-93
stock options plans 257, 273-83, 285-6
strategic stakes 181-99
summary of strategies 193
timer call options 282-3

timer puts 195-7, 283
variance/volatility swaps 63
Hewlett Packard 329-32, 339-40
high coupon convertibles 104
high yield funds, convertible bonds 106
highly liquid assets, liquidity coverage ratios 394—6
historical volatility 40-1, 44-5, 59-64, 195-7, 282-3,
366-7
hostile takeovers 67, 199-200, 236-56
see also mergers and acquisitions
defenses 236
HSBC 83, 257, 258, 283-6
hybrid instruments, bank regulatory capital 379-80,
404-5

IAS 12 Income Taxes 381-2
TAS 19 Employee Benefits 384
IAS 39 Financial Instruments: Recognition and
Measurement 382+~
IBM 30-52
IFIL 248-52
IFRS accounting 257, 259-65, 276, 369, 380, 382-3
implied diviGencs 52-3, 58
implied vclatlivy 38, 39-41, 44-5, 47-9, 63, 64, 106-7,
173-5, 185-6, 193, 267, 282-3, 320, 340
sze also options; skew; timer puts; vega; volatility
siiles
«lefinition 39, 40
.n-the-money options 31-2, 36-7, 424, 48, 113-14,
200-1, 214-15, 227-9, 281, 339-43, 403
see also intrinsic value . . .
incentive fees, IPOs 72
inception steps, dividend elections 203—4
income and expenditure accounts 261-5, 266-73,
276-80, 286, 361, 381-2
indentures, bonds collateralized by equity stakes
288-300
indexes see stock indexes
indirect issues of exchangeable bonds, deterministic
disposal of strategic stakes 208, 211-12
Infineon convertible bond case study 103, 107-15, 127-8
ING rights issues case study 91-5
initial LTV, equity financings 288-300, 304, 308-16
initial prices, equity swaps 9-12, 15-26, 225-9, 249-52,
276-80, 301-8, 309-16
initial public offerings (IPOs) 65-87, 141, 177-9, 345-6
advisors 68-87
‘aftermarket’ trading 79-81
allocation of shares 66-70, 78-87
analyst presentations 757
benefits 67
book-building IPO process 66-7, 76, 77, 82-5, 87
concepts 65-87, 141, 177-9
definition 65, 667
drawbacks 67
due diligence 69-87
Dutch auctions 67, 85-7
equity-story part of the analyst presentation 75-7
fees 69, 71-2, 834
financial advisors 69-87
global coordinators 68—84
Google’s Dutch auction IPO case study 85-7
‘greenshoe’ (overallotment) option 79-80, 83-7
investor relations teams 80
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lock-up periods 80, 84-7, 96 IPE 157-61
marketing-the-offering phase 68, 70, 72-3, 75-7, IPIC disposal of Barclays stock ABB case study
81-2 100

methods 66-7, 76, 87
offer prices 66, 70-6, 77-87
offering structure 70-1
phases 66-7, 68-81, 177-8
placement-of-the-offering phase 66-7, 68, 77-80,
82
pre-IPO convertible bonds 141, 178-9
preparation-of-the-company phase 68-9
preparation-of-the-offering phase 68, 69-75, 81-2
product description 667
project structure 69-75
prospectuses 70, 72, 76, 77-84
‘red herrings’ 76, 77-8
risk factors 81-2
roadshows 68-9, 76-84
size of tranches 70-1
success factors 80—1
syndicates 70, 72-87
timescales 68, 72, 84-6
underwriters 69-87
valuations 72-5, 177-9
Visa Inc. case study 824, 87
insider information 328
see also blackout periods
institutional investors 65-87, 106, 209-11, 247
intangible assets
see also goodwill
Tier 1 capital deductions 380
interest carry 5-6
interest flows
equity swaps 6-26
stock lending/borrowing transactions 27—
interest payments
see also coupons
default events 2934
revolving margin loan facilities 322<5
interest rates 4-26, 38, 39-40.44,.113-40, 177-9, 261-5,
301-6, 323-5, 369
see also tho
equity swaps 6-26
forward price calculations 4-6
options pricing models 38, 39-40, 261-5
risk 369
interim exchange parts, equity swaps 304, 312—13
Internal Capital Adequacy Assessment Process (ICAAP)
366
internal ratings-based approach (IRB) 378, 383
International Swaps and Derivatives Association (ISDA)
1-2, 6,26-7,307-8, 316
intrinsic value of an option
see also at-the-money . .. ; in-the-money . . . ;
out-of-the-money . . .
definition 36-7
investment banks, indirect issues of exchangeable bonds
207-8,211-12
investor relations teams, IPOs 80
investors
ABBs 65-6, 98-100, 115
convertible bonds 103-4, 105-40
IPOs 65-87
profiles 78-9

IPOs see initial public offerings
IRB see internal ratings-based approach
ISDA see International Swaps and Derivatives
Association
issue dates 10740, 142-79, 287-300
issue prices
convertible bonds 10740, 211-14
exchangeable bonds 142-79, 211-14
ISVAP 254-5

joint/co-lead-managers 73-87, 96-8
JP Morgan 82-3, 86, 129, 229-33, 362-3

knock-out barriers 191-3, 219-24, 3524
knock-out calls 352—4

knock-out puts 191-3, 216-24

KPMG 83

ladder puts, hedging 125-5
Laxey stock lencing case study 241-3
LBOs see leveraged buy-outs
LCRs see-iiquidity coverage ratios
legal adviscrs, IPOs 68-9, 83-7
Lehmea Brothers 86
lerding fees, stock lending/borrowing transactions 26-9,
41-2, 199-200, 228-9, 241-3, 317-18
_EPOs 141, 147-53
letters of credit 394
leverage 667, 258, 365-406
leverage ratios 3934
leverage share savings plans 258
leveraged buy-outs (LBOs) 66-7
see also private equity
Libor 6, 137, 301-6, 311-25
likelihoods of conversion, convertible bonds 141,
161-72
liquidation procedures 2967
liquidity 105-6, 107, 2934, 324-5, 327-8,
365-406
bank regulatory capital 365-406
convertible bonds 105-6, 107
financial covenants 293—4
share buybacks 327-8
liquidity coverage ratios (LCRs) 394-6
listed companies, M&As 236-56
Lloyds 103, 136-8
Lloyds ECN case study 136-8
loan to value (LTV), equity financings 288-300, 304,
308-16, 318-22
lock-out periods, convertible bonds 107-40
lock-up periods 80, 84-7, 96, 111-12,
253-4
lognormal returns, volatility calculations 40—1
Lombard loans see margin loans
long positions 6-26, 38-40, 105-6, 114, 278-9,
386-7
low coupon convertibles 104
LTV see loan to value

maintenance covenants see financial covenants
make-whole clauses 126-7, 295, 297
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management fees, IPOs 71-2
Mandalay Resort 126-7
mandatory convertibles 65, 66, 97-8, 100, 104, 115-40,
207-8, 211-12, 248-52
see also contingent convertibles; convertible bonds;
equity-linked products; fixed parity . . . ; variable
parity . ..
advantages 115-16, 117-18
Banco Santander fixed parity case study 116-18
bankruptcy petitions 116, 130
Basel 111 372
buyer perspectives 116, 118, 138
conversion premiums 116, 121-2
definitions 66, 97, 115, 116-17
disadvantages 116, 118
issuer perspectives 115-16, 117-18, 121-2, 138
subordinated debt 116, 128-40
UBS DECS case study 1224
mandatory public offer requirements, M&As 235, 237,
248-52, 254
manufactured dividends 28-9, 300-8, 320, 322
margin calls 294, 307, 316, 318-22
margin loans, equity financings 322-5
margining, equity financings 288-308, 309-16, 318,
325
margins, futures exchanges 19-21, 22-6
mark-to-market values 193, 401
market abuses, share buybacks 328
market dribble-outs, deterministic disposal of strategic
stakes 208-9
market risk 51, 247-8, 273-83, 320, 322, 367-406
see also Value-at-Risk
definition 367
market value of secured collateral, LTV 291500,
312-16
market vesting conditions, equity-basea c¢mpensation
plans 259-83
marketing-the-offering IPO phasc 8,70, 72-3, 75-7,
81-2
Martin, John 361
Master Agreements 1-2, 2¢-7
maturities 4-6, 107-40, 142-79, 211-14, 232-3, 258-86,
287-300
maturity dates, forward price calculations 4-6
Mediobanca 131-6
mergers and acquisitions (M&As) 67, 153, 199-200,
224, 235-56
AGMs 235-6, 240-3
Agnelli family equity swap with Merrill Lynch case
study 248-52
antitrust authorities 237, 255-6
arbitrage position enhancements 243-8
bridge loans 235
call options 2526
concepts 235-56
defenses 236
disclosure requirements 235, 236-7, 247, 251-2, 256
equity derivatives 235-56
equity swaps 238-40, 243-52
hedge fund merger arbitrage position enhancements
243-8
Laxey stock lending case study 241-3
listed companies 236-56
locked-in acquisition prices 235

mandatory public offer requirements 235, 237,
248-52,254
Mylan—King merger 243-7
Perry’s equity swaps with Bear Stearns and Goldman
Sachs case study 243-8
pre-offer blocks 235
proxy contests 235-6, 23740, 243-8
put options 252-6
qualified holdings 2367
regulators 235-56
short-form disclosure statements 247
stock lending/borrowing transactions 241-8
success likelihoods 252-6
Telefonica offer to Portugal Telecom case study 226,
237-40
transparent disclosure policies 240, 256
Unipol takeover of BNL and call/put combination with
Deutsche Bank 252-4
voting rights 235-6
Merrill Lynch 83, 24552, 329-32
MGM 126-7
Microsoft 49-50, %1, 169-70
Microsoft covveitible plus call spread case study 141,
169-70
minor: interests 370-3, 374-5, 377-8, 397-400
Montaiban Partners case study 237-9
m¢acdzation of dividend optionality 202—4
.ee also scrip dividends
moneyness of options
see also at-the-money . . . ; in-the-money . . . ; intrinsic
value. .. ; out-of-the-money . . .
definitions 37-8
Monte Carlo simulations 284
Moody’s 293
Morgan Stanley 86, 101-2
mortgage servicing rights (MSRs) 380, 388-9, 393
MSRs see mortgage servicing rights
Mylan—King merger 243-7

negative covenants, equity financings 294

net dividends, equity swaps 11-14

net operating losses (NOLs), deferred tax assets
381-2

net share settlement clauses 127-8, 167-9, 330-2

net stable funding ratios (NSFRs), bank regulatory
capital 396-7

netting arrangements, restated balance sheet assets 394

Nikkei 225 index 325

non-core Tier 1 capital see additional Tier 1 capital

non-counterparty risk, definition 367-8

non-market vesting conditions, equity-based
compensation plans 259-86

non-pre-emptive capital increases, definition 66

non-recourse equity financings, definition 299-300,
320

non-vesting conditions, equity-based compensation plans
260-86

notional amounts 9—-14, 18-26, 30-50, 107-40, 142-79,
182-205, 211-14, 227-9, 231-3, 250-2, 276-80,
287-300, 302-8, 311-16, 320-2, 342-8

Novartis 141, 147-53

NSFRs see net stable funding ratios

number of shares 9-26, 118-24, 202-3, 211-12, 21624,
249-52, 2834, 309-16, 330-2, 336
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observation days/periods 40-1, 60-4, 1967 P/E ratios of comparables, IPO valuations 73
off-balance sheet transactions 367-9, 394, pay-later puts 197-9
396-7 payment dates, dividends 52-8
offer prices, IPOs 66, 70-6, 77-87 payoffs 3, 32-6, 49-50, 63, 162-3, 183-7, 191-2, 194,
offering circulars, IPOs 76 200-1, 265-6, 278-9, 341-2
offering structure, IPOs 70-1 PCRPs see prepaid collared repurchase programs
official index divisor 57-8 pension funds, Tier 1 capital deductions 380, 383-5
offsetting dividend risks 45-7 performance vesting conditions, equity-based
Oliveira, Joaquim 141 compensation plans 260-1, 280-3
OMRSs see open market repurchase programs Perry’s equity swaps with Bear Stearns and Goldman
one-speed range accruals 216-19, 2201, 348-52, Sachs case study 243-8
3534 physically-settled CDSs 298-9
one-to-one meetings, IPO roadshows 76, 77 see also credit default swaps
open market repurchase programs (OMRs), share physically-settled equity forwards 1-6
buybacks 327-9, 3324 see also equity forwards
open/guaranteed borrow maturities 27 physically-settled equity swaps 6-26, 176-7, 227-9,
operational risk 365-406 250-2, 276-80, 301-8
option sensitivities 1 see also equity swaps
options 1, 30-51, 11214, 121-4, 126-7, 147-79, physically-settled options 50-3, 159-61, 165-9, 1824,
181-205, 207-8, 211-12, 214-15, 216-33, 2526, 200-1, 214-24, 280-5,.320-2, 347-52
266-86, 318-22, 339-63, 3734, 376-7, see also options
401-3 Pillar 1 (Minimum Capital Requirements)
see also call . . . ; collars; ‘Greeks’ (sensitivities); see also Bagei . . .
put...; stock options. .. ; warrants definition.Z66
automatic exercise term 31-2, 282 Pillar 2 (Scoervisory Review and Evaluation Process),
composite options 49-50, 162-9 definitron 366
concepts 30-50, 252-6, 318-19 Pillar ¢ (Market Discipline), definition 366
corporate action adjustments 467 ‘piiot dshing’ category, pre-marketing of the IPO offering
definitions 30-6 76
dividends 38-41, 45-7, 318-22 placement-of-the-offering IPO phase 66-7, 68, 77-80,
embedded options 50-1, 112-14, 121-4, 156, 162-9, 82
173-7, 2024, 261-86, 362-3, 385 pledge agreements 288—300, 308—16
examples 3044, 318-22 portfolios 25-6, 51, 64, 105-6
LEPOs 147-53 see also diversification
M&As 252-6 Portugal Telecom 141-7, 226
Novartis LEPOs and put options with Deatacne Bank pre-deal research, IPOs 75-7
case study 141, 147-53 pre-emptive capital increases
offsetting dividend risks 45-7 see also rights issues
payoffs 32-6, 49-50, 162-3,.13-7-191-2, 194, definition 66
200-1, 278-9, 341-2 pre-IPO convertible bonds 141, 178-9
premiums 30-50, 181-205, 215-24, 231-3, 274-5, pre-marketing of the IPO offering 75-8
280-3, 318-22, 33940, 341-8, 362-3 pre-offer blocks, M&As 235
pricing models 36-7, 38-40, 45-6, 47-8, 261-5, preference shares 141, 153-6, 294
284 premium payment dates, options 30-50, 21415, 231-3,
quanto options 49-50 342-6
rights issues 467 premiums 30-50, 103-4, 107-40, 142-79, 181-205,
straddles 58-9 215-24,231-3, 274-5, 280-3, 318-22, 339-40,
strike prices 30-50, 112-14, 162-9, 181-205, 2526, 341-8, 361-3, 370-7
318-22, 341-61 prepaid collared repurchase programs (PCRPs), share
styles 30-6 buybacks 338—40
terms 30-5, 46-7, 161-2, 173, 182-3, 185, 200, 202, prepaid forwards plus equity swaps, equity financings
214-15, 231, 252-6, 279-81, 283, 3427, 402-3 308-16
time value and intrinsic value 367, 110-11, 283 preparation-of-the-company IPO phase 68-9
ordinary shares see common stock preparation-of-the-offering IPO phase 68, 69-75,
OTC derivatives 50-64 81-2
see also dividend swaps; variance swaps; volatility present values 41-2, 58, 122-3
swaps price return equity swaps 7-26, 308-16
out-of-the-money options 367, 42-4, 47-8, 11314, see also equity swaps
186-9, 214-15, 280 pricing, convertible bonds 105-6
see also intrinsic value . . . principal payments, default events 293—4
own credit risk gains and losses on liabilities, Tier 1 printers, IPOs 68-84
capital deductions 380, 383 private equity 667
own shares 327-8, 345-6, 385 see also leveraged buy-outs

see also share buybacks private sales of put options, share buybacks 347-8
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probability distributions 193
profits, Tier 1 capital 370-3
project structure, IPOs 69-75
prospectuses, IPOs 70, 72, 76, 77-87
proxy contests 235-6, 23740, 243-8
public offer requirements, M&As 235, 237, 248-52, 254
publicly offered put options 3467
publicly offered repurchase programs, share buybacks
345-6
put financing, equity financings 318-22
put options 33-50, 147-53, 181-99, 211-12, 216-24,
228-9, 252-6, 278-80, 318-22, 339-40, 346-7,
402-3
see also collars; ‘Greeks’ (sensitivities); options. . .
call/put deltas 43, 48
definition 33—4
Deutsche Bank exchangeable into Brisa case study
141, 156-61
equity financings 318-22
examples 33-4, 36-7, 42-4, 147-53, 318-22
exchangeable bonds 156-61
hedging 181-99, 319-22
knock-out puts 191-3, 219-24
M&As 252-6
Novartis LEPOs and put options with Deutsche Bank
case study 141, 147-53
payoffs 34-5, 183-7, 191-2, 194, 278-9
private sales of put options 347-8
publicly offered put options 346—7
share buybacks 3468, 354-61
strategic stakes 181-99, 211-12, 216-24, 228-9
Swisscom’s public offer of put options case study
346-7
terms 33-4, 46-7, 182-3, 185, 2526, 346- &
Unipol takeover of BNL and call/put can biuation with
Deutsche Bank 252-6
put rights, convertible bonds 110-11,.175, 178-9
put spread collars, definition 188
put spreads 184—6, 188-93, 3.%-1¢
put—call parity, definition 47 -2

qualified holdings, definition 2367
qualifying dividends, dividend swaps 54-8
qualifying shareholders, rights issues 88-98
quanto equity swaps 23-5

quanto options 49-50

quick ratios 2934

R&R Holdings S.A. 153-6
Rabobank SCN case study 139-40
range accruals 207-8, 21624, 348-55
definition 216, 219, 220
terms 216, 348-9
rating trigger events, equity financings 293
RDF see required stable funding
realized variance 59-64
realized volatility see historical volatility
rebates, timer puts 195-7
reciprocal stakes in unconsolidated financial companies,
Tier 1 capital deductions 380, 385-9
record dates 52-8, 88-98, 205
record share prices, definition 45
recourse equity financings, definition 299-300

‘red herrings’, IPOs 76, 77-8
redemption amounts 107-40, 142-79, 232, 287-300,
319
redemption prices 968, 142-79
redemption rights, ECNs 137-8
reference entities, CDSs 298-300
reference obligations, CDSs 298-300
reference prices 6-26, 120-1, 202—4, 279-80
regulators 82, 97-8, 111-12, 128-33, 13740, 230,
235-56, 308, 328-9, 332, 340, 365-406
see also bank regulatory capital; Basel . ..
reinvestment of dividends, equity swaps 11-14,
302-8
relative value views 51, 64
relevant dividends 20-1, 54-8
repos 38, 3942, 58, 144-7, 316-17, 394, 395-6
see also stock lending/borrowing transactions
definition 316
rates 38, 39-42, 58, 519-17
voting rights 317
required stable fuadi:g (RSF) 396-7
rescue capital raisiig
see also aC-elcrated book-buildings; convertible
bond.: eljuity capital market products; rights issues
overiview 66
reserves 261-73, 370-3
rastiuiiled collateral, revolving margin loan facilities
324-5
cesolutions of AGMs/EGMs 236, 238-9, 240-3
restated balance sheet assets, leverage ratios 393—4
retail investors, IPOs 65-87
retained earnings 269-73, 370-3
returns, volatility calculations 40—1
reverse convertibles 51
reverse triangular mergers 247
revolving margin loan facilities, equity financings 322-5
rho 42, 44
see also dividend yields; interest rates
Richemont 141, 153-6
rights issues 46-7, 65, 66, 87-98, 115, 131-6, 248-9
see also corporate actions
advantages 89-90
Banco Popolare convertible bond case study 95-8
convertible bonds 95-8, 131-6, 248-9
definition 65, 87-9
disadvantages 89-90, 115
dividends 91, 94-5
fees 88
historical price adjustments 93-5
ING case study 91-5
methods 87-8
option terms 467
product description 87-8
risk factors 89-90
roadshows 87-8
shareholder alternatives 88
success factors 90
terms 89, 92-6
TERP 89, 90-8
timescales 89-90, 96-7
underwriters 88, 89, 131-6
rights prices see subscription prices
risk management, bank regulatory capital 365-406
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risk reversals
see also delta; implied volatility; skew
definition 48
risk—arbitrage spread trades 243—-8
risk-averse investors 175-6, 1814
risk-free interest rates 261-5
risk—return profiles, portfolios 51, 64, 105-6
risk-weighted assets (RWAs) 365-6, 367-9, 373, 376,
3717, 379, 387, 388, 390-2, 398-401
see also credit . . . ; market. . .; non-counterparty . . .;
operational . . .
accounting considerations 369
banking/trading-book operations 369
call options 401
computations 368, 373, 376, 379, 390-2, 398-401
definition 365-6, 367-8
reduction methods 401
risks
see also counterparty . . .; credit...; FX...; interest
rate. . .; market. . .; operational . ..
bank regulatory capital 365-406
dividend swaps 52
equity-based compensation plans 273-83
TPOs 81-2
offsetting dividend risks 45-7
rights issues 89-90
types 367-9
underwriting risks 71, 74
roadshows 68-9, 76-84, 87-8, 107
RWAS see risk-weighted assets

S&P 500 index 21-2, 24-6, 325
see also Standard and Poor’s
safe harbour rules, share buybacks 328-9, 332_ 554340

sale plus equity swaps, equity financings 300-¢, 510, 313

SARs see stock appreciation rights
SCNs 128, 139-40
scrip dividends 11, 95, 2024, 401-5
SEC 247, 332, 340
secondary placement products
see also accelerated book-bvilaings; initial public
offerings
definition 66, 67
securities lending/borrowing transactions see stock
lending/borrowing transactions

securitization transactions, Tier 1 capital deductions 380,

383, 389
security mechanisms, exchangeable bonds 1467
selling commissions (concessions), IPOs 71-2
sensitivities see ‘Greeks’ (sensitivities)
sensitivity analysis, TERP discounts 91-5
service vesting conditions, equity-based compensation
plans 2601, 270-3, 277-80, 286
settlement amount payment dates, dividend swaps 53-8
settlement amounts 32-50, 53-8, 59-64, 200-2, 225-9,
276-83, 310-16, 319, 321-2, 330-2, 336, 344-6
see also equity amounts
settlement dates 1-6, 9-14, 18-26, 30-50, 604, 100,
110-11, 175, 178-9, 214-24, 225-9, 231-3, 247,
250-2, 342-6, 349-52
settlement methods 1-2, 6-26, 30-58, 176-7, 1824,
214-24,276-83, 298-300, 301-16, 320-2, 342-8
see also cash . . .; physically ...

settlement prices 12-14, 16-26, 30-50, 183-205, 225-9,
250-2
settlement terms, CDSs 299-300
share buybacks 75-7, 241-3, 327-63, 385
accelerated stock repurchase programs 329-32,
339
Asian call purchases 343-5
at-the-money calls 341-3
blackout periods 75-7, 328-9
call options 340-63
concepts 327-63
convertible bonds 361-3
Corporacion Dermoestetica’s public offer to acquire
own shares case study 345-6
deep-in-the-money call purchases 340-3
definition 327
double-speed range accruals 3524
double-speed range accruals with final put 354-5
EPS adjustments 331-2
equity forwards 329-52 340
Gileads’ share repurcy:ase program financed with
convertible honas-<ase study 361-3
Hewlett Packard’s ASR with Merrill Lynch case study
329-32
Hewlet: Packard’s PCRP with BNP Paribas case study
33540
inal e-ioney options 339-43
dquidity improvements 327-8
raarket abuse and safe harbour rules 328-9, 332, 334,
340
one-speed range accruals 348-52, 3534
open market repurchase programs 327-9,
3324
own shares 327
prepaid collared repurchase programs 338-40
private sales of put options 347-8
publicly offered put options 3467
publicly offered repurchase programs 345-6
put options 346-8, 354-61
range accruals 348-55
regulators 328-9, 332
stockbrokers 327-9, 3324
Swisscom’s public offer of put options case study
346-7
transparency issues 332-3
VWAP-linked repurchase programs 332-8
share plans
see also equity-based compensation plans
HSBC share performance awards 257, 258, 283-6
share-based payments
see also equity-based compensation plans
IFRS accounting definition 259-60, 276
shareholders 46-7, 65-98, 235-56, 257-86, 308, 324-5,
327-63
see also dividend . . . ; voting rights
short positions 26, 38-40, 50-1, 105-6, 114, 1834, 186,
188, 191, 193, 195, 199, 202, 215, 219, 227-9,
242-8, 278-9, 308-16, 385-9
shortfall of the stock of provisions to expected losses,
Tier 1 capital deductions 380, 383
skew 48, 185-6, 193
see also delta; implied volatility; risk reversals
Societe Generale 173—4, 23840



P1: TIX/XYZ
JWBKS517-IND

P2: ABC

JWBKS517-Ramirez July 8,2011 17:5

422 Index

Printer: Yet to come

soft call term, convertible bonds 10740, 162,
168-9
special clauses, convertible bonds 124-7, 174-5
special purpose entities (SPEs) 287-308, 309-16,
318-22, 374, 377, 399-403
specialized equity derivative products 1, 50-64
see also dividend swaps; variance swaps; volatility
swaps
speculators 243, 280
spot prices 4-6, 30-50, 183—4, 200-2, 216-24,
347-8
stakes in unconsolidated financial companies, Tier 1
capital deductions 380, 385-9, 403—4
standard deviations 40-1
see also volatility
Standard and Poor’s (S&P) 151, 229, 293
see also S&P 500 index
standstill periods, M&As 235
steering committees, IPOs 69-75
stock appreciation rights (SARs) 257-86
see also equity-based compensation plans
accounting entries 263-5, 270-3
call options 273, 278-83
case studies 265-83
definition 257, 263
equity swaps 273, 275, 277-80
hedging strategies 273-83
payofts 265-6
risks 273-83
terminology 258-9
terms 258-9, 265-6
treasury shares 273-5, 278, 279, 281
stock indexes 1-6, 17-26, 30-5, 56-8, 59-64, 785 -83,
325, 387
see also Eurostoxx . ..; FTSE...; Harg Seng...;
Nikkei...; S&P...
stock lending/borrowing transactions 1, 4-6, 26-9, 41-2,
51, 114-15, 199-200, 204-5,211-24, 228-9,
241-8, 31718, 320-2,.329-2Z, 394, 404-6
see also repo rates
advantages 29, 317-18
collateral 26-9, 114-15, 205, 241-8, 317-18, 405-6
concepts 26-9, 11415, 199-200, 204-5, 241-3,
317-18
confirmation agreements 26—7
counterparty credit risk 28-9
definition 267, 317
dividends 26-9, 51, 204-5, 241-3, 300-8, 31718,
320, 322
drawbacks 29, 317-18
equity financings 317-18, 320-2
haircut uses 28-9
interest flows 27-9
Laxey stock lending case study 241-3
lending fees 26-9, 41-2, 199-200, 228-9, 241-3,
317-18
M&As 241-8
manufactured dividends 28-9, 300-8, 320, 322
open/guaranteed borrow maturities 27
strategic stakes 199-200, 204-5, 211-24,
228-9
tax arbitrage schemes 29, 204-5
transaction flows 27-8, 11415, 241-3, 317-18
voting rights 26-7, 241-8, 317-18, 320

withholding taxes 204-5
yield enhancement of strategic stakes 199-200, 204-5
stock markets 66-87, 158-61, 225-9, 236-56, 309-16,
327-63
see also initial public offerings
stock options plans 257-86, 329-30
see also equity-based compensation plans
accounting entries 261-3, 266-73, 284
call options 273, 278-83
case studies 265-83
concepts 257-86
definition 257, 258-9
equity swaps 273-80
exercise prices 257-9
fair values 261-2, 266-80, 284—6
hedging 257, 273-83, 285-6
HSBC share performance awards 257, 258, 283-6
IFRS accounting 257, 259-65, 276
risks 273-83
terminology 258-%
terms 265-6
uses 257-9
stock splits.43-7
stock surn'us zomponent of Tier 1/2 capital 370-8
stock £ gger events, equity financings 293
stockuroxers, share buybacks 327-9, 3324
stroadies 58-9
strategic equity transactions 141-79, 365
see also bank regulatory capital; tax-driven. ..
strategic stakes 141, 161-70, 181-205, 207-33
see also disposal . ..
call options 141, 161-70, 186-9, 200-5, 207-8,
214-33
call spreads 141, 161-70
collars 186-9
concepts 181-205
covered call writing 200-2
definition 181
fly put spreads 189-91, 193
German disposal of Fraport with JP Morgan
collaboration case study 229-33
hedging 181-99
knock-out puts 191-3, 219-24
ladder puts 193-5
monetization of dividend optionality 202—4
pay-later puts 197-9
put options 181-99, 211-12, 216-24, 228-9
put spread collars 188-9
put spreads 184—6, 188-93
stock lending/borrowing transactions 199-200, 204-5,
211-24,228-9
summary of hedging strategies 193
timer puts 195-7
withholding taxes 204-5
yield enhancement methods 181, 199-205
strategies, share buybacks 327-63
strike prices 30-50, 59-64, 112-14, 162-9, 181-205,
214-24, 2526, 261-86, 318-22, 341-61
see also volatility smiles
definition 38
structuring fees, revolving margin loan facilities 3234
styles of options 30-6
see also American . .. ; European. ..
sub-underwriters, IPOs 7484
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subordinated debt 116, 128-40, 294, 385-9

subscription agreements, bonds collateralized by equity

stakes 289-300

subscription periods, rights issues 8898

subscription prices 88-98

subscription rights, rights issues 88-98

subsidiaries 370-3, 374-5, 377-8, 397-400

sum-of-parts inputs, IPO valuations 73

swaps 1, 6-26, 50-64, 130, 142-7, 156, 176-8, 207-8,
224-9, 238-40, 243-52, 273-80, 300-16

see also cash-settled . . . ; dividend . .. ; equity...;
physically-settled.. . . ; variance.. .. ; volatility . . .
CDSs 288-300
SWIFT confirmations 296

Swisscom’s public offer of put options case study
346-7
syndicates 70, 72-87, 89-98, 235-6, 255-6, 297-300,
404-6
see also underwriters
systemic risks 365-406

takeover make-whole clauses, convertible bonds 126-7

takeovers 67, 199-200, 236-56
see also mergers and acquisitions
TARP see Troubled Asset Relief Program
tax-driven strategic equity transactions 29, 204-5
arbitrage schemes 29, 204-5
stock lending/borrowing transactions 29, 204-5

taxes 29, 147-53, 202-3, 204-5, 227, 257, 302-8, 316,

346, 363, 380-2
arbitrage schemes 29, 204-5
convertible bonds 111-12, 363
credits 381-2
deferred tax assets 380-2, 388-9, 393
ECN events 137-8
equity swaps 227, 308, 316
equity-based compensation plans 257
havens 204
withholding taxes 147-53, 202- 3, 204-5, 302-8,
346-7
Telefonica 226, 283
term financings, definition 322
term structure of implied volatility 48-9
termination dates 9—-14, 18-26, 53-8, 60—4, 249-52,
276-80, 298-300, 301-8, 309-16
termination events, equity financings 292-5, 309-16
TERP (theoretical ex-rights price) 89, 90-8
see also rights issues
theta 42, 44
see also expiration dates
third-party guarantees, exchangeable bonds 141-7
third-party issues, convertible bonds 141, 147-53
Thomas Weisel 86
Tier 1 capital 365-406
see also Additional . . . ; bank regulatory capital;
Basel. . . ; capital ratios
Basel II 50/50 deductions 389
calculations 372-3, 376, 393-4, 405-6
capital instruments failing capital eligibility criteria
393
Commerzbank capital structure enhancement with
Credit Suisse case study 404—-6
components 369-76, 377, 401-3, 405
deductions 380-93, 394

definition 365-8, 369-70
inclusion criteria 370-1, 374-5, 405-6
leverage ratios 393—4
minimum requirements 373, 376, 390-3, 398-400
minority interests 370-3, 377, 397400
Tier 2 capital 365-6, 367-8, 375-80, 386-9, 390-3,
396400
additional inclusions 378
additional Tier 1 capital 375-6
Basel II 50/50 deductions 389
calculations 378-9
capital instruments failing capital eligibility criteria
393
components 376-8
deductions 378, 386, 389, 392
definition 365-6, 367-8, 376-8
inclusion criteria 376-8
minimum requirements 379
trigger conditions for hyo.id instruments 379-80
time value of an option5¢-7, 110-11, 283
timer call options, hedgiag 282-3
timer puts 195-7.285
see also impliad yolatility
timing differences, deferred tax assets 381-2, 388-9,
393
total retuin 2quity swaps 6-26, 130, 176-7, 224-9,
+16-40, 248-52, 275-80, 300-8
see also equity swaps
cefinition 6-7
equity financings 300-8
examples 7-14, 17-21, 275-80, 300-8
total shareholder returns (TSRs), HSBC share
performance awards 283-6
TPG-Axon Partners 238-9
TPSs see trust preferred securities
trade dates 9-14, 18-26, 30-50, 53-8, 604, 1834,
200-2, 214-15, 216-24, 231-3, 247, 249-52,
276-80, 298-300, 301-8, 309-16, 342-8
trade periods, rights issues 89, 96-8
trading book operations 365, 369, 386-7, 399—400
trading desks, delta-hedging roles 44-5
transaction costs 308
transitional arrangements, Basel IIT 392-3
transparency issues 45-6, 240, 256, 332-3
treasury shares 273-5, 278, 279, 281, 286, 327-63, 380,
385,401-3
see also share buybacks
trigger events, equity financings 292-5
Troubled Asset Relief Program (TARP) 101-2
trust ESOPs (employee stock ownership plans),
definition 258
trust preferred securities (TPSs) 405-6
trustees, bonds collateralized by equity stakes 288-300
TSRs see total shareholder returns
TUI buyback convertible case study 141, 175-7

UBS 83, 86, 103, 1224, 238-40, 283

unconsolidated financial companies, Tier 1 capital
deductions 380, 385-9, 4034

underlying assets 1, 30-50, 53-8, 96, 107—40, 142-79,
181-205, 211-15, 231-3, 249-52, 309-16

underwriters 69-87, 88, 89, 131-6, 248-9, 386

see also syndicates
Unicredit 103, 131-6
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Unipol takeover of BNL and call/put combination with
Deutsche Bank 252-6
United Kingdom 366
United States (US) 83, 101-2, 332, 340, 366, 369, 380
Bancorp 83
GAAP rules 332, 340, 369, 380
Treasury placement of Citigroup shares ATM case
study 101-2
upfront fees, revolving margin loan facilities 3234
use of proceeds 149

valuation dates, equity swaps 12-26, 311-16
valuation times, equity swaps 12-26, 311-16
valuations 12-26, 38-40, 47-8, 72-5, 110-11, 112-14,
122, 177-9, 261-5, 311-16
see also options pricing models
Value-at-Risk (VaR) 369
see also market risk
vanilla options
see also options
definition 30
variable expiry timer puts 195, 196-7
variable parity mandatory convertibles 118-24
see also dividend enhanced . . .
variable premium timer puts 195-7
variance strike 59-64
variance swaps 1, 58-64
see also forwards; swaps; volatility . . .
vega 42, 44
see also implied volatility
vesting conditions 258-86
Visa Europe 82-3
Visa Inc. IPO case study 824, 87
volatility 38-41, 42-5, 47-8, 51, 58-64, 106-7,.173-5,
185-6, 193, 261-5, 267, 273, 276-7,.282-3, 285-6,
318-19, 320, 340, 383
see also historical . . . ; implied . .., veriance. . . ; vega
definitions 39, 40-1
volatility smiles 47-8
see also implied volatility; strike prices

volatility swaps 1, 58—64
see also swaps
volume-weighted average price per share (VWAP)
15-17, 137, 144-5, 207-8, 21624, 249-52, 307,
33140
voting rights 26-7, 103-7, 153-6, 1834, 186, 187,
190-2, 194, 199, 201, 211, 212, 214-15, 219, 226,
229, 233-48, 308, 316, 317-18, 320, 347, 369-70,
4034
convertible bonds 103—4, 1067, 153-6, 211
disposal of strategic stakes 211, 212, 214-15, 219,
226, 229, 233
M&As 235-6
proxy contests 235-6, 237-40, 243-8
repos 317
stock lending/borrowing transactions 26—7, 241-8,
317-18, 320
strategic stakes 183—4,.186, 187, 190-2, 194, 199, 201,
211,212, 214-15,219,226, 229, 233
VWAP see volume-weighted average price per share
VWAP-linked repurchase programs 332-40

Wachovia &3
warrants. 141, 123-6, 362-3
see-u!so options
deninition 154
W is Fargo 83
withholding taxes 147-53, 202-3, 204-5, 302-8,
346-7
reduction methods 202-3, 204-5
stock lending/borrowing transactions 204-5
WR Hambrecht 86

yield enhancement of strategic stakes 181,
199-205
yield to maturity 148-79

zero-cost collars 186
zero-coupon convertibles/exchangeables 104, 147,
151-3, 169, 231-3
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