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Leverage definition:
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«to work with others’ money is better 

than to work with our money»

…ready for the «TurboFinance»?



Balance Sheet

NewCo: 1.000 euro initial equity

Balance Sheet

CASH   1.000 € Initial Net 

Equity
1.000 €

Total Assets 1.000 € Total Liab. 1.000 €

Assets («DARE») Liabilities («AVERE»)

3



Leverage…..

1.000 € 1.000 €

Balance Sheet

Invest-

ments
Source of 

Funding

1.000 € 1.000 €

Debt

500 €

Equity

500 €

?

Invest-

ments

Operating Marging (on investments): 50€ (5%)

Tax 50%; Interest rates near to zero

Return on Equity 25 / 1000 = 2,5%           
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Balance Sheet



Leverage…..

1.000 € 1.000 €

Investi-

menti

Fonti 

di 

finanzia-

mento

1.000 € 1.000 €

Debt

500 €

Equity

500 €

Investi-

menti

… 2x velocity

Yield 25 / 500 = 5%
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Operating Marging (on investments): 50€ (5%)

Tax 50%; Interest rates near to zero

Return on Equity 25 / 500 = 5%           

Balance Sheet Balance Sheet



Leverage…..

1.000 € 1.000 €

Investi-

menti

Fonti di 

finanzia-

mento

1.000 € 1.000 €

Debt

900 €

Equity

100 €

Investi-

menti

… 10x velocity

Yield 25 / 100 = 25%
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Operating Marging (on investments): 50€ (5%)

Tax 50%; Interest rates near to zero

Return on Equity 25 / 100 = 25%           

Balance Sheet Balance Sheet



Leverage…..

1.000 € 1.000 €

Investi-

menti

Fonti di 

finanzia-

mento

1.000 € 1.000 €

Debt

950 €

Equity

50 €

Investi-

menti

… 20x velocity

Yield 25 / 50 = 50%
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Operating Marging (on investments): 50€ (5%)

Tax 50%; Interest rates near to zero

Return on Equity 25 / 50 = 50%           

Balance Sheet Balance Sheet



Leverage…..

1.000 € 1.000 €

Investi-

menti

Fonti di 

finanzia-

mento

1.000 € 1.000 €

Debt

975 €

Equity

25 €

Investi-

menti

… 40x velocity

Yield 25 / 25 = 100%
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Operating Marging (on investments): 50€ (5%)

Tax 50%; Interest rates near to zero

Return on Equity 25 / 25 = 100%           

Balance Sheet Balance Sheet



Leverage…..

1.000 € 1.000 €

Investi-

menti

Fonti di 

finanzia-

mento

1.000 € 1.000 €

Debt

975 €

Equity 

25 €

Investi-

menti

… 40x velocity

Basic rule #1: «more leverage = more return»

Basic rule #2: «more return =  more default risk»
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Balance Sheet Balance Sheet



Industry Leverages/Industry Velocities

Textile

Chemical, Food, 

Energy

Public Services, 

Utilities

Residential Real 

Estate

Industrial Real 

Estate

Commercial 

Bank

Investment Bank

Hedge Fund

x2

x2,5

x3

x6

x8

x20

x60

x80
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Crisis propagation («contageon effect»)

1.000 € 1.000 €

Stato Patrimoniale

Investi-

menti

30 euro of Asset Loss (that is 3% of Assets) means Default…!

Debito     

975 €

X
X

X

X
X
X

X
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Textile

Chemical, Food, 

Energy

Public Services, 

Utilities

Residential Real 

Estate

Industrial Real 

Estate

Commercial 

Bank

Investment Bank

Hedge Fund

x2

x2,5

x3

x6

x8

x16

x60

x80
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…and if we apply the Originate-to-

Distribute Business Models (Credit 

Treasury)?

Industry Leverages/Industry Velocities



Industrial Real 

Estate

Commercial 

Bank

Investment Bank

Hedge Fund

x8

x16

x60

x80

13

𝑬𝒂𝒓𝒏𝒊𝒏𝒈𝒔

𝑨𝒔𝒔𝒆𝒕 𝑺𝒂𝒍𝒆𝒔
𝒙
𝑨𝒔𝒔𝒆𝒕 𝑺𝒂𝒍𝒆𝒔

𝑨𝒔𝒔𝒆𝒕𝒔
𝒙
𝑨𝒔𝒔𝒆𝒕𝒔

𝑬𝒒𝒖𝒊𝒕𝒚
= 𝑹𝑶𝑬

Industry Leverages/Industry Velocities

Textile

Chemical, Food, 

Energy

Public Services, 

Utilities

Residential Real 

Estate

x2

x2,5

x3

x6

Credit Risk Transfer:

1) Cash Securitizations:

ABS, CLO,CDO, RMBS, 

CONDUIT, etc.

2) Synthetic Securitizations: 

Main Index, Xover Index, Capital 

Structure Indexes, etc. 



Wall Street – «Money never sleeps»
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ARE MARKET CRISIS RARE EVENTS?
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WORLD FINANCIAL MARKETS

FINANCIAL ASSETS:

DERIVATIVES (NOMINAL VALUE): 

$ 530 BN

BANKING ASSETS (NOMINAL VALUE):

$ 100 BN

WORLD REAL ECONOMY

GROSS DOMESTIC PRODUCT:

$ 50 BN

WORLD CORPORATES AND SMES

HIGHER PRESSURE ON EPS TARGETS

MORE COMPETITION (INSTABILITY) 

HIGHER DEFAULT RISK

CEO ROLE MORE CHALLENGING

𝑭𝒊𝒏𝒂𝒏𝒄𝒊𝒂𝒍 𝑬𝒄𝒐𝒏𝒐𝒎𝒚 (𝑫𝒆𝒓𝒊𝒗𝒂𝒕𝒊𝒗𝒆𝒔)

𝑹𝒆𝒂𝒍 𝑬𝒄𝒐𝒏𝒐𝒎𝒚 (𝑮𝑫𝑷)
> 10x
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➢ Mortgage Backed

Securities

➢ Leverage

➢ Bloomberg

Margin Call

Movie
Decision Making 

during a Crisis

EM06 – LM19W – Corporate Finance

ARE MARKET CRISIS RARE EVENTS?
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Dayak
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➢Cynicism and motivation

➢A problem is appearing…

…speed of reaction

EM06 – LM19W – Corporate Finance
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What to do?

➢ Escalation

+

➢ Second Opinion
h. 2.15

1 ora per decidere

EM06 – LM19W – Corporate Finance
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Board Meeting
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Key Take Aways

▪ Tell always the Truth

▪ Top management success: is not a mater of I.Q. but

a matter of Vision&Execution (anticipating the future)

▪ To be:

- the smartest?

- the fastest?

- the cheaters? 

EM06 – LM19W – Corporate Finance
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CRISIS MANAGEMENT/COMMUNICATION

▪ Immediate sell-off

▪ Organisation Reshuffle

+

Change Managers

▪ SEC Investigation

▪ New Guide Lines

h. 2.15        h. 15.00

Market & Media 

Communications

Prof. Gianluca Oricchio A.A. 2018/2019
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Emotions vs Rationality

Right-hand Brain vs Left-hand Brain 
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What about the 

«untold» story? 

This movie 

doesn’t tell us

«all the truth»…

EM06 – LM19W – Corporate Finance
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Long Position

100 bonds; 

price 1€; 

value 100€

Short Position

Before sell-off: buy the right to sell 

10 bonds a 1 € (Put Option)

h.8.00  sell 20 bonds at 1€

h.9.00  sell 20 bonds at 0.95€

h.11.00 sell 20 bonds at 0.85€

h.13.00 sell 20 bonds at 0.70€

h.15.00 sell 20 bonds at 0.65€

Cash 83€

If you didn’t do any sell…     

Valore Titoli 65€

Loss 35€

After sell-off: buy 100 bonds at

65€ and sell at 100€ according

to Put Option

Cash out 65€

Cash in 100€

Profit 35€
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Long Position (wait & see): 100 – 65 = 35 LOSS

Long Position (you are the 

fastest to sell):

100 – 83 = 17 LOSS

Long Position (and the fasted): 100 – 83 = 17 LOSS

+ Short Position (and very smart):100 – 65 = 35 Profit

18 Net Profit
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http://www.goodreads.com/book/photo/10859327-money-and-power

