
Nokia: The Early Days

Bent over against the first chill of autumn, Paula Perttunen hurried up Helsinki's esplanade toward her office in the Nokia Oy headquarters building.  She tried to keep her mind clear so that she could properly evaluate the various financing proposals that had been discussed during the previous weeks with various bankers who had visited Helsinki.  As Assistant Treasurer (International) for Nokia, the largest private industrial firm in Finland, Paula was responsible for the initial assessment and presentation of financing proposals for Nokia's international investments.  Once the central Finance Committee had approved the underlying concept, the actual implementation was divided between Nokia's International Finance office in Geneva and Corporate Treasury in Helsinki, depending on the regulatory constraints and tax considerations.

In the mid-1980s, the Nokia Group's products encompassed forest industries, cables, metal products and electronics, among others, with a recent emphasis on international production and sales of industrial and consumer electronics.  A major corporate objective was to reduce its dependency on forest products.  Sixty percent of its estimated US$3.6 billion sales in 1987 were outside Finland (Exhibit 1), although 85 percent of the Group's $2.37 billion assets remained within the country (Exhibit 2).  Nokia was presently considering an investment of approximately $410 million in the United States, and Paula Perttunen was digging up ways to finance it.  Her immediate task upon reaching her desk was to come up with a financing package for presentation to the Finance Committee that met regularly at the end of the month.  The bankers had proposed a private placement with a U.S. insurance company or a Eurobond issue or, alternatively, issuing commercial paper which would be coupled with an interest rate swap to give Nokia fixed rate money.  On the other hand, some members of the finance group argued in favor of additional equity, although they were not specific on whether such equity could be raised in Finland’s limited domestic market.  But first, she thought, I had better make sure of how much and what kind of financing we need.

WHAT FINANCING WAS REALLY NEEDED?  

Nokia was no newcomer to the international capital market.  It had borrowed over $200 million in various currencies from international banks, and had previously issued a $40 million, 7-year Swiss franc bond in 1978.  Its shares were even traded on the Stockholm stock exchange.  Already well known in the area of modems for data transfer, Nokia had earlier in the year successfully launched a new product, a mobile hand-held radio-telephone, through a subsidiary called Mobira.  Initial sales looked good and now Nokia's top management was keen to get a jump on the U.S. consumer electronics market by producing a hand-held, remote, computer terminal.  This device would combine the modem and radio-telephone technology with a flat-screen display device developed by another Finnish firm, Lohja Oy.  Even the Japanese had not quite caught up with that technology, although Nokia expected that they would be formidable competitors in the long run.  Nokia had already set up a new subsidiary, Mobiterm, which had developed a prototype model that was reportedly reliable and cost efficient.

Knut Wikstedt, Nokia's electronics chief executive, who had also been given broader responsibilities as director of finance, was keeping an eye open for a U.S. assembler and distributor.  In early 1987 he had learned that Mattel, the U.S. consumer electronics firm, was seeking a buyer for its troubled Intellivision unit.  The Board agreed with his view that such an acquisition could give Nokia a firm footing in the U.S. consumer electronics industry and serve as a base from which to launch the Mobiterm product.

The Bank of Finland and the Ministry of Finance had been informed of Nokia's interest -- the authorities maintained discretionary control over all capital movements, especially outward investments (Exhibit 3) -- and Nokia was seeking an export credit guarantee for the $25 million of equipment that they expected to supply to any new U.S. subsidiary.  Preliminary discussions with Mattel were underway, although the purchase price was by no means set in stone.  Mattel refused to accept Nokia's Free Preferred Shares, but had agreed that part of the purchase price could be in the form of a $75 million 5-year note at 12-3/4 percent; the rest would have to be cash.  Nokia was being advised in the acquisition negotiations by the American investment banking firm, Goldman Brothers.  Wikstedt's intention was to assemble the hand-held terminals at Mattel's plant in Dallas and sell them in the United States initially.  After two years, if they were a success in the United States, the terminals would be sold in Europe as well; the aim was to achieve an 80 percent North America, 10 percent Europe sales mix, with the remainder going all over the world.

Wikstedt had told Paula that Nokia or its new subsidiary, Mobiterm, would have to raise from outside sources all but $30 million of the purchase price.  The $30 million had been generated from the European sales of Nokia's Swedish electronics subsidiary, Luxor.  On the other hand, it was rumored that Nokia's soft-tissue unit located in Sweden, Nordic tissues, might possibly be sold.  This sale would reap at least FIM 700 million, or US$163 million at today's exchange rate of 4.3 Finnmarks to the dollar.  Paula knew that Nokia's board was indeed considering such a move, but the outcome was quite uncertain as the board split right down the middle on this issue.  "If they could only make up their bloody minds," she thought, "life would be so much easier!"

Wikstedt felt that funding should be such that repayment was deferred for at least seven years.  Since Nokia had been burned during the last rise in short-term rates, it was generally understood that management's goal was to increase the proportion of fixed rate debt to about sixty percent.  At present, 53 percent of the company's total debt of FIM 9.4 billion was short term or variable rate debt.  The currency mix of the company's debt at the end of 1987 was:  FIM 56%, US$ 16%, DM 6%, SK3%, GBP 4%, FRF 4%, CHF 7%, and other 4%.

SOURCES OF FUNDS
Paula began by writing down the likely mix of funds sources for the acquisition:

	Purchase price
	
$410 million

	5-year note to Mattel
	
(75 million)

	Cash on hand
	
(30 million)

	New funding required:
	
$305 million


The obvious source of financing, she mused, is a syndicated revolving credit facility -- a bank loan.  Banque Francaise had been pestering Nokia's treasury people about this, saying that the bank could put together a $250-300 million syndicated credit at a cost of 7/8 percent above LIBOR, the London Interbank Offered Rate, plus the usual front-end fees.  Such credits ranged up to 12 years' maturity and could be drawn down when needed.  It was a "no-brainer" (a slang word Paula had picked up during her last visit in New York).  The only problem was that Finland's two biggest banks together owned 21.4 percent of Nokia's stock and had board representation who resisted Francaise's lead management of any loan because they had been excluded from the management group of recent Scandinavian issues led by Francaise.​  In any case, in a recent telephone conversation Paula sensed that the French had back-pedalled a bit from the syndicated loan idea due to new capital adequacy standards that might curb even the appetite of government owned banks from increasing their balance sheets.  "What Nokia needs," the French bankers said, is a Multiple Option Facility, that would give the company maximum flexibility.

An alternative source of short-term funds would be for Nokia to issue commercial paper, either in Europe or preferably in the United States.  To do the latter, the company would have to get a rating and pay about 1/2 percent for a back-up line from a decent bank.  Metrobank alone was willing to provide a line for up to $100 million and to assist in placing the commercial paper, and had argued that this would be a good way for Nokia to become better-known in the United States.  Despite their recent rapid expansion into the United States, Finnish companies still had a very low profile in North America.  To assist Nokia in ensuring its paper's acceptability to U.S. institutional investors, Metrobank had offered letter of credit support for a fee of 1/4 percent.  This would give it an A1/P1 rating.  The A1/P1 commercial paper rate yields were currently about 90 basis points below LIBOR.

Alternatively, someone who knew the private placement market could place medium-term Nokia notes directly with U.S. institutional investors, at a cost of a few extra basis points and fairly restrictive indentures.

Two other possibilities that Paula had discussed with the Metrobank people at a business lunch involved taking advantage of the short-term assets that the Intellivision unit had on its balance sheet.  

One possibility was to discount Mobiterm's receivables -- Nokia had experience with this technique inside and outside Finland -- although some of Intellivision's receivables were in DM and sterling.  Metrobank had expressed an interest in discounting longer-term big-ticket trade receivables.  Both approaches were excellent means of taking assets off the books of a company that had credit rating problems.  Alternatively, some investment bankers had even mentioned that they were working on a scheme to "securitize" such trade receivables and sell the resulting high-quality paper to assorted investors. This could free up Nokia’s balance sheet and produce lower financing costs. They warned, however, that establishing the legal structure for securitization could be time consuming and expensive, and that securitization was not suited to all companies.

Paula Perttunen had made a list of all these financing methods.  However, she wondered, would top management live with the varying interest rates that these would entail?  Perhaps just for the part that's financing our receivables or inventory?  On the other hand, we should consider taking up Metrobank's suggestion that we create fixed-rate funds out of variable-rate financing by doing an interest rate swap.  Let's see, how would that work?  And what would it cost?  She recalled a luncheon conversation at Ravintola Nevski with Timo Tyynela, the local rep of Metrobank.

Perttunen:  Timo, if we drew down a Eurodollar loan at a spread over 6-month LIBOR, how would you fix our cost of funds?

Tyynela:  Well, in a floating-fixed interest rate swap, we would pay LIBOR to Nokia every six months, which you could then use to service your floating interest payments.  In return, Nokia would pay us a fixed rate set at, I would guess, 93 basis points above the 7-year U.S. Treasury bond rate.  Yesterday, 7-year Treasuries were yielding 9.59 percent.  

Perttunen: By the way, could you do these swaps in other currencies? How about Finnmarks?

Tyynela:  Anything's possible ... at a price.  We could also give you a rate swap based not on LIBOR but on the A1/P1 commercial paper rate; in fact, that would knock about 40 basis points off the fixed rate you'd have to pay.  In addition we could  fix you up with a currency swap, in case you need dollars but feel you have an advantage in the D-Mark or Swiss franc market.  These would be priced as an interest differential for fixed-rate funds in the two currencies.  Take a dollar-mark swap.  The indicative rate for a seven-year fixed US$ against fixed DM swap is 9.59 + 86/93 percent against 6.75/6.83 percent in DM.  For Swissies it would be 9.59 + 86/93 percent against 5.65/5.75 percent.  For example, if Nokia has DM debt on which you're paying 6.75 percent fixed, we would give you the 6.75 percent annually in marks and you would give us 10.52 percent annually in dollars.  At maturity we would pay you the DM amount of your principal and you could pay us the same amount in dollars, calculated at today's exchange rate.  Thus, as far as you're concerned it's dollar debt.

Paula reflected that she had indeed been told by Dresdner Bank that Nokia could issue a Deutsche Mark Eurobond for as much as DM 150 million, or about $75 million at today's exchange rate.  The amount would be higher if the mark strengthened, as many economists expected would happen soon.  Nokia would have to pay perhaps 7 percent "all in" for 7-year DM funds under present conditions.

As the Metrobank people from London had pointed out, however, the obvious choice to finance a U.S. venture for Mobiterm was a Eurodollar bond -- a Eurobond denominated in U.S. dollars.  This market could give the company fixed rate funds, for maturities up to 12 years.  The bankers felt that Nokia's name was sufficiently well known in Europe that it could float an issue as large as $200 million at 10-1/2 percent unless the dollar weakened a great deal, in which case a $100 million issue would be the most Nokia could expect.  Should the dollar weaken, another source worth considering was the Swiss franc foreign bond market -- an issue in Switzerland by a nonresident borrower -- where Nokia could probably get $80 million equivalent at 6-1/4 percent right away.  All of these international bond issues, of course, would entail managing, underwriting, and selling fees, which totaled about 2 percent "up-front" of the amount issued.  And with a Eurobond, or for that matter any bond, there was always the possibility that if the issue were mispriced or badly timed, the price would have to be dropped or the issue withdrawn.  Investment bankers, who had done their homework in advance of an issue, should usually be able to avoid this, but that was not always feasible if market conditions changed or if the issuer was a newcomer to the market.  

Another approach was to build in some equity financing. The shares were trading at almost double their book value, and Nokia owned a good deal of valuable forest land. The main trouble was that the domestic market was very thin, and Nokia was already the biggest private issuer in the market. The dominant shareholders also had a concern about dilution, particularly by foreigners. “We don’t want the Germans dominating our industry,” was a comment often heard. One possibility was an international issue, probably through ADRs. Apart from a straight issue of common stock, equity participation could be built into a bond issue. Some issuers tried to "sweeten" their offering by adding warrants, which could bring the coupon rate to about 2-3%. Paula had also talked to her boss about the merits of doing a convertible Eurobond issue, which could cost 34 percent below a straight issue and which might strengthen Nokia's capital structure.  The problem with the latter was that Finnish laws limited the amount of a local firm's equity that could be held by foreigners to 20 percent, and Nokia was already approaching that limit.  "I must ask our investment bankers whether there is a way around this problem," Paula thought to herself, "after all what are we paying these outrageous advisory fees for?"

All things considered, the conclusion of these meetings with various commercial bankers was that Nokia would be well-advised to undertake a private placement of debt with an institutional investor in the United States.  Although they had internal limits on foreign holdings, two or three life insurance companies had shown an interest in fixed-rate, medium-term paper of prominent Scandinavian issuers.  Metrobank particularly felt their New York specialists could place as much as $250 million of Nokia's paper in this manner.  The cost right now would be about 10-3/4 percent, a little bit higher than a public issue in the United States (a "Yankee bond"), but the fees were a shade lower -- about 1 percent of the principal amount.  This approach would ensure availability of all the funds needed, and more, with the only drawback being that it would not help Nokia gain the visibility that top management felt it needed in the public markets.  "We must get out of the Finnish forest and into the light," Wikstedt had once growled to Paula.

Paula began to organize her notes and thoughts in preparation for next month's meeting.  First, she felt she should divide the choices into those involving variable interest rates and those involving fixed.  Should all the funds be at fixed rates?  If so, could this be done by means of swaps?  If swaps were used, would this entail any additional risks?  What about the sale of Nordic?  Could Nokia get out of the swaps?  If a fixed rate issue were done, should it be a public issue or a private placement?  A straight bond or a convertible?  Or should we go for some form of complex equity financing? Also, through which corporate entity should the funding be issued?  

And Paula wondered about the wisdom of denominating the issue in U.S. dollars.  The dollar had risen substantially against the Finnmark in recent years, and if that were to continue the value of the debt to be repaid would increase just as the Swiss franc issue had done.  Since the Finnmark was tied to a basket of currencies in which the German mark represented 60 percent and since DM issues bear a much lower interest rate, Paula was sure that the question of borrowing in DM would be raised at the meeting (see Exhibit 7).  

Finally, she wanted to be able to recommend a package of financing that would meet the company's needs, that would comply with Finnish government requirements, that would minimize cost and risk while not closing the door to future Nokia financing requirements.

"Why not invite a number of financial institutions to submit proposals," she thought.  "We can always reward the best ideas with a mandate and the promise of some future business."

	Exhibit 1

Nokia's International Sales

(in millions of Finnmarks)

	
	
	

	  Sales in
	1987 Estimate
	1986

	     Finland
	5,574
	4,856

	     Exports from Finland
	4,710
	4,187

	     Foreign subsidiaries
	3,714
	2,951

	  Total
	13,998
	11,994

	
	
	


	Exhibit 2

Nokia Group Balance Sheet -- Projected

(in millions of Finnmarks)

As at December 31, 1987

	Assets
Cash and receivables

Inventories

Fixed assets

Goodwill


Liabilities
Current liabilities

Long Term liabilities

Minority interests in group companies

Shareholders capital1
	
6,491


2,854


5,764


  718


4,028


5,396


  629


5,774
	
15,827


15,827

	Notes
1Including net profit for the past year of FIM 187 million.



Exhibit 3


Summary of Finnish Government's Role in


Finnish Companies' International Borrowing

Three authorities of the Finnish Government can be involved in a Finnish firm's international financing plans.  The first and most important of these is the central bank, the Bank of Finland.  The Bank administers Finland's rather strict capital controls, both on capital inflows and on capital outflows.  Since Finland has a small capital market, the Bank wants to be sure that it is not depleted by borrowing for foreign investments.  Capital outflows would also deplete Finland's rather limited foreign exchange reserves.  Thus, only a very limited amount of domestic, Finnmark funds could be used to finance foreign investments.  The Bank of Finland also influences all major funding abroad by Finnish, private or government-owned.  The goals are to ensure that Finnish firms abroad displace neither one another nor the Government itself in tapping the international, capital market, and to prevent excessive capital flows that could lead to monetary expansion.  Any firm planning to issue equity, long-term debt or commercial paper abroad must therefore seek the Bank's approval.

A Bank of Finland official described the procedure for gaining such approval as follows.  First, the Bank limits the number of potential issuers to major Finnish companies.  Each year the Bank conducts a survey of such companies' prospective demand for foreign credits.  The firms are assigned "quotas" of foreign funds that they may be permitted to raise.  These quotas are based on the Bank's judgment of Finland's total access to the international capital market, and its  internal analysis of the credit standing of each company -- its profitability, indebtedness, and so forth.  Such an evaluation, which can be done on an ad hoc basis for companies planning major borrowing, can take up to two weeks to complete.  The Board of Management of the Bank of Finland must approve all amounts above FIM 50 million.

When the firm passes muster, it gets approval "in principle."  Although the company may now in principle plan to do its financing any way it likes, in practice it must get a second approval each time it does a specific issue.  This approval, which only takes a day or two, is designed to prevent bunching of Finnish issues abroad and to make sure that the proposed terms and conditions are fair and competitive.

The second Finnish government agency with an interest in capital flows is the Ministry of Finance.  Its role is an informal one.  Because the MOF borrows in the name of the Republic of Finland in the Eurobond and commercial paper markets, it will give the thumbs down to any issue that it feels might damage Finland's AAA-rating.

Finally, the Ministry of Trade and Industry can also get involved in international capital movements involving equity financing, as for example in a bond issue carrying warrants or a convertible bond.  The reason is that the Ministry administers the corporation law, including the severe restraints on property ownership imposed on any Finnish company whose voting stock is more than 20 percent owned by foreigners.

	Exhibit 4

Mattel Inc. - Intellivision Division

Unaudited Balance Sheet

(millions of Dollars)


	As at December 31, 1987 -- Projected

	Assets
Cash and marketable securities

Accounts receivable

Inventories

Fixed Assets

Goodwill
	
 11


 45


  57


208


 13
	334

	Liabilities
Short-term bank debt

Accounts payable

Long-term debt

Net worth
	
  0


 33


110


191
	334




	Exhibit 6

Swap Indications at a Glance



	
	        US$ Interest Rate Swaps      
	          Currency Swaps          

	Years
	Treasury Curve

  Price/Yield
	Spread
	DM/U.S.$
	¥/U.S.$

	2
	99.18/8.74
	79-86
	5.50-5.60
	5.68-5.78



	3
	97.07/8.99
	80-85
	5.95-6.02
	5.85-5.93



	4
	99.21/9.23
	78-84
	6.20-6.30
	5.93-6.00



	5
	96.07/9.30
	80-86
	6.42-6.50
	6.10-6.18



	7
	92.06/9.59
	86-93
	6.75-6.83
	6.23-6.30



	10
	93.06/9.71
	88-94
	7.18-7.28
	6.40-6.50



	
	                                       Currency Swaps                                

	Years
	Sfr/U.S.$
	£/U.S.$
	ECU/U.S.$
	A$/U.S.$

	2
	4.90-5.00
	10.60-10.70
	8.65-8.75
	12.68-12.76



	3
	5.30-5.40
	10.58-10.68
	8.75-8.85
	12.74-12.84



	4
	5.42-5.50
	10.58-10.68
	8.85-8.95
	12.90-13.07



	5
	5.62-5.70
	10.68-10.78
	8.95-9.05
	12.90-13.07



	7
	5.65-5.75
	10.60-10.70
	9.15-9.25
	N/A



	10
	5.80-5.90
	10.68-10.78
	9.30-9.40
	N/A



	LIBOR six-month U.S.$:  8.75%.

Source: Business International Money Report, October 12, 1987


Exhibit 7

The Finnmark
In 1987 the Finnish currency was assiduously controlled by the Bank of Finland by means of intervention in the spot market and in the forward market, and by stringent capital controls.  The spot rate of the Finnmark was tied to a "basket" of currencies based on Finland's trade, excluding trade with the Soviet bloc which was conducted largely on a bilateral basis.  During 1987 the weights in the basket were as follows: 

Deutsche mark
60%

U.S. dollar
30%

Pound sterling
10%

Source:  Bank of Finland Monthly Bulletin
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