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Financial Modeling Mastery 
– Certification Quiz Questions 

Module 15 – Equity vs. Debt vs. Convertible Bond Analysis from a Blank Sheet 
(Netflix) (1-Week Case Study) 

 

1. You have built a financing model for Netflix based on its 3 financial statements and 4 main 

operational scenarios (Upside, Base, Downside, and Extreme Downside). The company plans 

to raise $4 billion of additional capital to pay for a set of upcoming Debt maturities, but it 

also needs to comply with various credit stats and ratios, such as a 5x maximum Leverage 

Ratio and a 50% maximum Debt / Total Capital Ratio. 

 

You are examining the model results in the Upside Case, and you have assumed that the 

entire $4 billion issuance is a Convertible Bond with a 1.0% fixed coupon rate and a 30% 

conversion premium to the company’s current share price ($190). This Convertible Bond is 

recorded as a simple Liability under U.S. GAAP rules. 

 

A summary of Netflix’s valuation and capital structure in the Upside Case, in which the 

Convertible Bond converts into Equity in Year 2, is shown below: 
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Which of the following statement(s) BEST describe(s) the impact of this conversion into 

Equity on the company’s credit stats and ratios and overall financing strategy (i.e., whether 

it should use Debt, Equity, or a Convertible Bond)? 

 

a. This possible conversion into Equity is one of the main benefits of the Convertible 

Bond and should make it easier to comply with the targeted Debt / EBITDA and Debt 

/ Total Capital numbers in the pessimistic cases. 

 

b. This conversion into Equity will reduce the company’s Debt / EBITDA and Debt /  

Total Capital Ratios by similar percentages, but it will make a much smaller impact 

on the Debt / Interest Ratio. 

 

c. The Convertible Bond may not improve the company’s credit stats and ratios 

significantly, but it will reduce its WACC because the 1.0% fixed coupon rate is 

substantially lower than the rate Netflix would pay on traditional Debt. 
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d. This Convertible Bond would be superior to traditional Debt, such as Unsecured 

Senior Notes, if Netflix’s primary constraint were its EBITDA / Interest Ratio or Debt 

Service Coverage Ratio (DSCR) and the dilution from this potential conversion were a 

secondary concern. 

 

e. All of the above. 

 

f. Answer choices A and B. 

 

g. Answer choices B and D. 

 

h. Answer choices C and D. 

 

i. Answer choices B, C, and D. 

 

2. Netflix is considering changing its strategy and “refinancing as needed” when its bonds 

mature rather than raising the $4 billion in capital right now – even though interest rates 

are expected to rise over the next several years. 

 

A portion of the company’s CURRENT Debt & Equity Schedule – before the company has 

made this change – is shown below in the Extreme Downside Case. 

 

This schedule assumes a 5% pricing discount for the Follow-On Equity and a 4.0% fixed 

coupon rate for the traditional Debt (Senior Notes): 
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Which of the following elements of this Debt & Equity Schedule would CHANGE if Netflix 

decided to refinance as needed? 

 

a. You would have to assume a higher coupon rate on the Debt or increase it over time 

to reflect the rising interest rates. 

 

b. The “Initial Issuances” of the Senior Notes, Convertible Bonds, and Equity would be 

set to $0. 

 

c. You could delete the “Cash Reserved for Upcoming Debt Maturities” line because 

the company would not need to reserve Cash in this case. 

 

d. The “Stock Repurchases” line should be set to $0 because the company should not 

be allowed to repurchase Stock unless it’s raising capital initially. 

 

e. You should remove the Revolver because there’s no point in using it if the company 

needs to issue additional Senior Notes continuously through this period. 
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f. All of the above. 

 

g. Answer choices A, B, C, and D. 

 

h. Answer choices A, B, and C. 

 

i. Answer choices A and B. 

 

j. Answer choices A, B, C, and E. 

 

3. Netflix is also considering refinancing one of its existing Senior Note issuances that matures 

in ~8 years, as it believes it can lock in a lower coupon rate if it refinances right now. 

 

The problem is that this issuance has a Make-Whole Premium with a spread of T + 50 bps; 

effectively, Netflix will have to pay a sizable penalty fee if it refinances so far in advance. 

 

Nevertheless, the company has run the numbers and determined that it might be able to 

refinance and get a 2.875% coupon rate for a new Senior Note issuance, down from the 

4.875% it is currently paying, and it has proposed terms that would let investors earn a 

similar YTM with a similar Duration and Convexity, as shown below: 

 

 

https://breakingintowallstreet.com/


 
 
 
 

 
 

6 of 6  https://breakingintowallstreet.com 

 

What is the MAIN reason why it is unlikely that the company will refinance, despite these 

numbers? 

 

a. The company must offer a ~7% Original Issue Discount (OID) to make the YTM match 

the YTM of the current issuance, and it is highly unlikely that the Present Value of 

the interest savings from the lower coupon rate would exceed this $70 million OID 

AND the Make-Whole Premium. 

 

b. Because the maturity is so far away, it’s highly unlikely that the PV of the Interest 

Savings would exceed the Make-Whole Premium. 

 

c. Although investors might accept the lower coupon rate because of the $70 million 

OID attached to this new issuance, they would not approve of a bond maturity that’s 

6 months earlier. 

 

d. In an environment of rising interest rates, very few investors would be interested in 

this new issuance because of its far-below-market coupon rate. 
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