
Regional Mutual Funds 
Support 

January 1997- March 1998 

Contract#: 
EPE-0005-1 00-5040-00, Task Order # 1 

Task Manager: 
Ms Olga Stankova 

p;V-;f([f)-S~~ 
Cj'tJJtf/ 
PROCEEDINGS: 

Eurobonds: 
Mobilizing Corporate 

Capital In Russia 

for the 

u.s. Agency 
for 

International 
Development 

November 1998 

DiIlD The Pragma Corporabon 
1tJ_ 116 East Broad Street om Falls Church VA 22046 

tel (703) 237-9303 
fax (703) 237 9326 
pragmaJ@lxnetcomcom 

jmenustik
Rectangle



FEDERAL COMMISSION FOR THE SECuRITIES ~lARKEr-

PROCEEDINGS 

EUROBONDS: MOBILIZING 

CORPORATE CAPITAL IN RUSSIA 

A CONFERENCE HELD AT Moscow, THE RUSSIAN FEDERATION 

June 20, 1997 

-/-

jmenustik
Rectangle

jmenustik
Rectangle



Table of Contents 

OVERVIEW OF THE EUROBOND MARKET 

The Eurobond Market 
Rzchard Ogdon, SBC Warburg 

Pnvate Placements In RussIa 
Kuznetsov Salomon Brothers 

The Role of Lead Manager, 
Xavzer Jordan J P Morgan 

Other Players 

PREPARATION OF ISSUE 

Hezdz Crebo MenU Lynch Internatzonal 

FINANCIAL ASPECTS OF THE ORGANIZATION OF ISSUE 

Ruble-denommated Issues 
Ryabtsev Serguey Lvovlch, Renazssance Capztal 

CREDIT RATINGS 

RatIng RussIan Issuers 
George Dallas Standard & Poors 

CredIt Ratmgs m Eastern Europe and the RUSSIan Federatlon 
Mzchael L Buneman Moody s 

PRICING AND SELLING THE ISSUE 

The Role of Lead Manager and Co-Managers 
Henry von Blumental Denholm Hall Lzmzted 

Who Invests In RussIan Corporate Debt? 
Robert Devane Troyka Dzalog 

Legal and Taxation Issues, 
Sarah Carey Steptoe & Johnson 

AccountIng and TaxatIon Issues 
Robert Fort Pnce Waterhouse 

4 

7 

10 

14 

26 

28 

30 

34 

39 

42 

47 

2 



OVERVIEW OF THE EUROBOND MARKET 

3 



The Eurobond Market 
RIchard Ogdon, SBS Warburg 

The Eurobond market IS the largest and most lIqUId debt market m the world For the years 
1996-1997, the Eurobond and Global Bond Market represented 70 % of all bond markets 

The Eurobond Market reaches the broadest geographIcal range of mvestors 

Example RUSSIan FederatIon 9 25% due 2001 Eurobond Issue by GeographIc RegIon 
USA- 39%, 
ASIa - 3%, 
Korea - 27%, 
Italy - 2%, 
Rest of Europe - 6%, 
Germany - 3%, 
UK-12%, 
SWitzerland - 8% 

2 The Eurobond Market IS the market favored by emergmg market (EM) borrows EM 
borrowers m all Eurobond and Global bond markets represent 86% of all mternatIOnal EM 
borrowers 

3 The Eurobond market reaches the broadest mIxture of mvestors msntutIOn banks and retaIl 

Example RUSSIan FederatIOn 9 250% due 2001 Eurobond Breakdown by mvestors type 
Asset Management - 65%, 
Bank - 29%, 
RetaIl- 6% 

The Structure of the Eurobond Market 

The Eurobond Market IS very flexIble but the maJonty of Issues are lnghly standardIzed 
• Bonds have a fixed or floatmg rate coupon, usually quoted m 1I8ths paId annually or semI-

annually 
• Bullet repayment (no amortIzatIOn) 
• No early call feature 
• Usually three years of audIted financIal statement usmg mternanonal accountmg standards 

plus mtensive management dISCUSSIons 
• LIsnng on eIther the Luxembourg or London Stock Exchange 
• Long term debt ratmg from at least one ratmg agency 
• Predommantly Enghsh law though US, French, German and other laws are also used 
• Legal opmIOn from lead managers counsel on the legalIty of the Issue (both local and 

mternanonal) 
• Comfort letter form the Issuer's audItors 
• Standard representatIOn and warrantIes by Issuer 
• A trustee may act for bondholders and Issuer 
• Standard covenants such as cross default, neganve pledge and pan passu With past debt 
• No WIthholdmg tax payable by the bond holder 
• Settlement and cleanng through Cedel and Euroc1ear, and DTC for Global or 144A Issues 
• Book entry form 
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CredIt Ratmg 

It IS not necessary to be rated In order to Issue a Eurobond However, It IS recommended that an 
Issuer contact at least one rating agency to establIsh a relatIOnshIp 
It IS recommended that a Eurobond Issue IS rated 
There are three rating agencIes Moody's, Standard & Poor's (S & P) and IBCA 
The fIrst step to being rated IS to have a pre-engagement meetIng ThIS faCIlItates a dIalogue 
between the Issuer and the rating agencIes and allows the Issuer to decIde on whIch agenCIes to 
appomt to rate the Issue 
The average tIme for a ratmg to be obtamed from the pomt ofmItIal contact IS 10 to 12 weeks, 
dependmg on the avaIlabIlIty of the necessary infOrmatIOn ThIS process can be done 
sImultaneously WIth the draftIng of the offenng CIrcular 

Ratmg tImetable 

PreparatIOn of presentatIOns 
Agency analysIs and comment 
RatIng agency VlSltS 
AnalYSIS 
Announcement of IndIcattve rating 

TImetable of Issumg a Eurobond 

1-4 weeks 
5-6 weeks 
7 week 
8-11 weeks 
12 week 

Much of the executton actIVIty Involved In ISSUing a Eurobond can be done SImultaneously, WIth 
certam tasks feedIng Into each other 

1-7 weeks 8-10 weeks 11-12weeks I 13week 
Ratmg 1 Preparation of AnalYSIS Announce rattng 

Rating Presentation 
2 Comment 
3 Due DIlIgence 

DocumentatIon 1 Prepare Information 1 Due DIlIgence Pnnt prelImmary 
memorandum 2 PrelImInary mformation Memo 

Informatton Memo 

2 Prepare other 3 Negottate Terms and Legal opmIOns, lIstmg, 
documents and condItIOns etc 
apply for hsting 

MarketIng Presentation to mvestors 

Prlcmg I Book 
bUIldmg 

Maturities 
Matuntles tend to be concentrated between 5-10 years 
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Matuntles of Emergmg Market borroWings m 1994 
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however, matuntles have been lengthemng 
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The Eurobond market IS dommated by Handful ofmvestment banks 

The Eurobond market league table January 1996 to date 

I 
I 
I 
I 
I 
I 

I 

PosItIOn Bookrunner or Lead Amount Issued Issues Market share 
Manager US$m % 

1 SBC Warburg 50,409 273 726 
2 Memlllynch 35,734 215 514 
3 deutscheMG 35,347 208 509 
4 JP Morgan 34,287 210 494 
5 ABNAMRO 32,127 182 463 
6 Goldman Sachs 28,653 109 412 
7 Nomura Secuntles 26,876 171 387 
8 BZW 25,984 122 374 
9 CSFB 25,256 142 364 
10 Morgan Stanley 25,225 187 363 

Total number of Issues 694,629 4,122 10000 
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PrIvate Placement of Debt Instruments of RussIan Issuers 
Kuznetsov, Salomon Brothers 

What IS a Pnvate Placement? 

A pnvate placement IS a transactIOn executed by means of drrect negotIatIons between 
dlstnbutIOn agent and mvestors The placement IS done among European and AS1an mvestors 
Issuers usually have lImIted access to mternatIOnal capItal markets or do not have expenence In 
InternatIOnal borrowmg 
They don't have short-term Eurobond program 
Thev had access to domestIc capItal markets or mternatIOnal bankIng capItal markets only 
The transactIOn IS pOSSIble only If there IS mutual mterest of both 1ssuers and Investors 
The average credIt ratmg for such 1ssues wIll be rangmg from A to B 
Compames, domg pnvate placements, usually do not have credIt ratIng One cannot get 1t, others 
do not want to for vanous reasons There are though among them some very well known and 
establIshed compames, such as "Volvo", "SWIssarr", "Porsche" 
Pnvate placement rules are less standard1zed If compared to eurobonds placement rules Usually 
the bank would underwnte the Issue on "best effort" baSIS, and not the firm commItment 
These bonds are documented as lIsted or not lIsted on a stock exchange, Schudscheme, bI-Iateral 
or syndIcated credIts 
The maturIty term depends upon Investors' needs and not Issuer's preferences 
Issues can be denommated m dIfferent hard currenc1es US $, DM, Y and others 
The coupon can be fixed or floatmg 
Issuer's oblIgatIons before mvestors are more SImIlar to those of Eurobond placement that to 
tradItIonal pnvate placements m the US or syndIcated loans 
The Issue can be orgamzed as a smgle transactIOn or as a part of a Pnvate Placement Program 
The mImmal SIze of a smgle transactIon for pnvate placement IS usually $ 30-50 mIn As a part 
ofa Pnvate Placement Program, tranches can have smaller SIze (from $10 mIn) 

Why Pnvate placement? 

Pnvate placements are currently the most attractIve way of mobIlIzmg cap1tal for medIUm and 
some of large compames m Russ1a Market condItIOns are Increasmgly favorable for RUSSIan 
Issuers 

The follOWIng guIdeposts have been recently set up for Russ1an Issuers 

RUSSIan FederatIon Bonds (5-10 years) 
Moscow MunICIpal Bonds (3 years) 
St -Petersburg MunICIpal Bonds (5 years) 

ConSIderable volume of RUSSIan Issues InspIred lenders to Increase the SIze and prolong terms of 
Investments In RUSSIa 
The supply of secuntles IS InsuffiCIent 
There are no re-subscnptIon problems WIth "first come-first served" approach 
The demand for h1gh-nsk oblIgatIOns m Europe and AS1a IS enormous 
The demand for dollar assets IS grOWIng on the eve of unIficatIon of European currenCIes 
AsIan mvestors reqUIre more YIeld 
Investors from other markets have to prOVIde YIeld rugher than theIr cost of capItal 
Pnvate placement IS an alternatIve to bankIng syndIcated loans 
DemonstratIon of attracted resources 
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Terms ofborrowmg are longer 
The executIon of transactIOns IS fast 
Fmancmg at compehtIve mterest rates 
PreparatIon to further transactlons 
• FIrst step before entenng the US market 
• GetTIng longer borrOWIng terms 
• WIde (publIc) placement 
• Subordmated debt 
• SecuntIzatIOn 
• Placement of stocks 

CharactenstIcs of the most successful potentIal RUSSIan Issuers 
What do RUSSIan compames need to attract capItal through Pnvate Placement? 
- CredIble eVIdences of stabilIty and further mcrease of credIbIhty of the company 
- SIgmficant market share m a specIfic area or mdustry 
- Large corporatIons or banks wIth bIg capItal and revenues 
- Low long-term debt 
- Growth prospects 
- EXIstmg or planned ADRs for stocks 
- Strong relatIOnshIp wIth other RUSSIan compames 
- Close relatlonshIps wIth the government 
- Outstandmg management WIth expenence and approaches slmrlar to those m the West 
- RelatIonshIp WIth mvestors 

Major problems for RUSSIan Issuers 

1 Fmanclal reportmg format 
• ConsolIdahon 
• TranSItIOn to western standards 
• Audltmg accordmg to western standards 
• Audltmg accordmg to US standards 

2 InformatIOn dlsclosure for mvestors 
• Pnvate Placement Memorandum 
• Gettmg exceptIon 4(2) or 3W3 from the SEC, US 
• Eurobonds, lIsted on a stock exchange 
• ExceptIons from 144A 
• Full regIstratlon m the US 

3 Credlt Ratmg 
• Noratmg 
• Pnvate ratmg 
• Announcedrahng 

4 TaxatIon Issues 
• SubSIdIary 
• CredIt structure 
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Issue of Eurobonds by RussIan Corporate Issuers 
The Role of the Lead Manager 

XavIer Jordan, VIce-PresIdent, J P Morgan 

InternatlOnal markets offer borrowers a large chOlce of alternatIve financmg The two mam 
markets are the CredIt market and Eurobonds market 

For a successful start on the Eurobonds market the corporate Issuer should, first, obtam a 
credIt ratmg, and second, enter the Eurobonds market Wlth a strategIc Issue 

The first RUSSIan Eurobonds Issue has been Wldely welcomed m the world financIal market 
ThIS was the largest debut government secuntIes Issue ever made The outstandmg success of 
thIS Issue was not only that RUSSIa managed to raIse US$ 1 bIn at a very acceptable rate - 9,25% 
WIth the matunty year of 200 1, but also opened thIs market for other RUSSIan Issuers 

The dlstnbutlOn of the first RUSSIan Eurobonds Issue by regions 
USA -48% 
ASIa 
Europe 
The Near East 

-29% 
-21% 
-2% 

The dlstnbutlOn of the first RUSSIan Eurobonds Issue by types of mvestors 

Funds -333% 
Insurance compames - 27 1 % 
Banks - 22% 
RetaIl mvestors - 17 6% 

The procedure of the Eurobonds Issuance 

1 SelectlOn of the Lead Manager 
2 DefimtlOn of strategy and structunng 

The Issuer has to determme five major Issue parameters 

Define the denommatIOn currency The most part of debut Issues were denommated m US$ 
Determme matunty terms 

Kazakhstan RepublIc 
RUSSIan F ederatlOn 
Sloveman RepublIc 
PolIsh RepublIc 
Czech RepublIc 
CIty of Prague 
Czech NatIonal Bank 

Most debutmg Issuers prefer short matuntIes For example 
- 3 years 
- 5 years 
- 5 years 

- 5 years 
- 5 years 

- 5 years 
- 3 years 
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To resolve efficIently taxatIOn Issues, the followmg scheme should be set up 

US$ US$ 
Investors Off-shore SPY Off-shore 

mtermedlary bank 

Corporate 
warranty US$ 

Corporate Issuer 

Determme the optImal Issue SIze 
To choose the most appropnate rate for the basIc Issue - fixed or floating BaSIC Issues are 
usually done at a fixed coupon rate The floatIng rate debt market IS totally dommated by banks 
(80%) 
To obtam a ratmg SometImes the ratIng IS a part of mvestors' requIrements If the company asks 
for a ratmg Itself thIS elImmates the necessIty of mvestors' takmg thIs mItIatIve AssIgmng of a 
ratmg contnbutes to the growth of Issuers' populanty on mternatIonal capital markets, enlarges 
fmancIaI CapaCItieS and lowers borrowmg costs BeSIdes, documents, that the Issuer should 
prepare to obtam the rating, are very sImtlar to those that should be prepared for a Eurobonds 
Issue The same applIes to the procedure of preparation to road shows But gettmg a ratmg has 
also Its dIsadvantages a ratmg lower than expected could damage the company's reputatIOn, 
assIgnmg a ratIng reqUIres very active partICipation of the management, and, of course, It 
mvolves addItional expenses 

The ratmg procedure can last for as much as 5 months and would reqUIre a senous amount of 
time and funds Here are the mam steps m obtammg rating 

I 
a) Selection ofratmg agencIes 
b) PreparatIon of documents 
c) PreparatIon of presentatIOn matenals and reVIew for suffiCIency 
d) Sendmg the prelImmary set of presentatIon matenals to the agency 
e) AgenCies mIght express theIr observatIon about the neceSSity of additIonal documents 

2 
a) Rehearsals of presentatIOns and mterVIews, finalIzmg the set of matenals 
b) VlSltS of agenCies 
c) Fmal dISCUSSIons and ratmg analYSIS before publtshmg 

Costs of ratmg aSSignment 

Moody's For each Issue - 0,0325% from the volume, With the maXImum 
ofUS$75000 and mImmum ofUS$25000 

S&P Cost of ImtIal ratIng - US$40000-50000 plus expenses Yearly 
payment - 0 03% from the Issue volume With the m1ll1mum of 
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US$25000 and maxImum ofUS$90000 

mCA The maXImum yearly payment for ratIng a regIon IS £ 15000 
plus 0 01 % from the Issue SIze 

PreparaTIon of documentatIOn ThIS takes very much TIme 
It takes about 2 weeks to aSSIgn partIes To be done 11 weeks before the Issue date 

Due dIhgence - about 15 weeks To be started 10 weeks before the Issue date 
DetermInIng legal aspects and gettIng all necessary approvals - 3 weeks 
PrehmInary development and reconcIlIatIon of Terms and CondItIons of the Issue - 11 weeks 
ReconcIhatIOn of the volume of the Issue and detaIled preparaTIon mIght take up to 14 weeks 
The expertIse and approval by a stock exchange - 9 weeks 
ReconCIhatIOn oflegal agreements - 12 weeks 
Development of precedent COndITIOnS - 11 weeks 
ConclUSIon of transactIOn - 3 days 

MarketIng and advertISIng campaIgn 
The advertIsmg campaIgn WIth presentatIOns for potentIal mvestors helps to mcrease the 
portfoho of orders and Influences pncmg World-round road-shows should be orgamzed In such 
CItIes, as London, Frankfurt, Zunch, Hong-Kong, Seoul, Tokyo, Smgapore, ChIcago, New-York 
In some cases the Amencan market can be accessed through 144-A placement The Rule l44-A 
allows to organIze a pnvate placement to a lImIted number of quahfied mstItutIOnal USA 
mvestors Such Issue IS not reqUlred to be regIstered WIth the SEC The SIze of 144-A Issue could 
be fleXIble But to Issue bonds under Rulel44-A the Issuer has to get the legal opmIOn from 
Amencan la'iVyers, whIch could be expenSIve The reqUlrements to InformaTIon dIsclosure about 
such tranche are very tough Another ImpedIment of such pnvate placement IS that Amencan 
mvestors are much more ratmg senSItIve than European-ones and, consequently, mIght reqUIre 
the Issue to be rated 

Butldmg the SyndIcate and pnCIng 
A typIcal syndIcate would conSIst of one Lead Manager, that dIstrIbutes the funds, 5-7 Co-Lead 
managers whIch are pnncIpal underwnters and banks-partners, and 8-10 Co-Managers, that 
mclude regIonal banks-partners Usually, the Lead Manager gets around 70% of bonds, and Co
Lead Managers - 15-20% 

The pncmg of bonds should be determIned by Investors' demand 
The pnce reflects the follOWIng 

- the success of the market preparatIOn 
-long-term borrowers' ObjectIves 
- the total orders portfolio 
- techmcal parameters of the markets - bId/ask, the market of USA T-BIllS 
- other relevant parameters 

In order to obtam the best results, the Issuer should keep maturIty terms, volume and pnce 
fleXIble dunng the advertIsmg campaIgn The example IS the RUSSIan Eurobonds Issue The 
mitial plans were very modest the volume 300-500 mIn SUS at the pnce of 350-400 baSIS 
pomts (app 10-11%) over US T-BIlls But pOSItIve events that were gomg on m RUSSIa have 
enforced mvestors' confidence (RUSSIa became member of Pans Club, London Club, electIOns 
were fimshed and B Eltsms' heart surgery was successful) Moreover, sovereIgn ratIngs, 
aSSIgned to RUSSIa, were hIgher than expected As the result - the total orders portfoho of 2 6 bIn 
$US has surpassed tremendously ImTIal expectaTIons So has the spread of thIS 5-years Issue, 
equal to 345 b p (app 10%) over US Treasunes 
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The bnef summary of "typIcal" expenses and costs for a 3-5 years plam coupon eurobonds Issue 
of 100-150 mIn $US 

Legal expenses Amount ($US) 
- Bntlsh consultant to the manager 250,000-350,000 
-payments 50,000 
- legal adVIsor 35,000- 40,000 

Pnntmg of the prospectus 65,000 

Lead Paymg Agent 15,000 
Trustee 12,000-18,000 
Trustee's legal expenses 8,000 

LIstlng 6,400 
LIstmg Agent 2,400 

Road Shows (m 6 cItIes) 100,000 

Lead Manager's overhead costs 30,000 

Total 583,800 - 654,800 

Secondary market cIrculatIOn 
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Placement of Issue Key players, theIr activIty, 
preparatIon for the assIgnment of a credIt ratIng 

HeIdI Crebo, Menll Lynch InternatIonal 

1 Settmg up fmanclal ObjectIVes 

Determznzng operatIOn parameters analysIs o/thezr zmportance/or the overall success 

• Pnce of the Issue 
• Matunty terms 
• Volume of the Issue 
• Currency of denommatIOn 
• CredIt rustory 
• TIme of collectIOn of proceeds 
• InformatIOn dIsclosure reqUIrements 
• Frequency of Issuance 
• Formahon of mvestor base 
• Geograpruc dIstnbutIOn and sellmg to mstItuhonal mvestors 
• Issue charactenstics and adverhsmg 

Factors, znfluenczng costs, related wzth znterest payment 

• Matunty terms 
• Volume of the Issue 
• Currency 
• TImmg 
• Markehng and presentatIOns 
• SovereIgn ratlng 
• Investors' demand 
• YIeld on Government secunties and currency exchange rate 
• CompetIhve offers 

2 The process of Eurobonds offer 
Parnes znvolved zn the process 

The mstItuhon, ISSUIng bonds and guaranteemg the redemphon Such mshtuhon has to have the 
legal statute and powers to Issue and place secunties ThIS could be governments, corporatIOns, 
banks, mumCIpalItles and local admmistratIOns, both domestic and foreIgn, and theIr agents 
Issuers of bonds would guarantee the tImely redemphon and mterests payment 

Lead Manager 

The lead mvestrnent bank, whIch IS the mitlator of the transactlon, IS empowered by the Issuer to 
orgamze the Issue and to act as an agent of the underwntlng group for purchase, safekeepmg and 
dIstnbutIOn of Issued secunties The Lead manager exerts control over the complIance With all 
the requIrements of both mternatIOnal and domeshc laws, that applIes to the Issue, and IS also 
responsIble for formmg the sellmg group 

Sellmg syndIcate/group 
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A group of mvestment banks that agree to purchase secuntIes of the Issuer to resell them further 
to Investors The syndIcate functIOns are to proVIde assIstance m sellIng the Issue If well-known 
and Investment banks partIcIpate m the transactIon thIS would gIve even more weIght to It 

Legal AdvIsor to the Issuer 

AsSIgned by the Issuer to represent Its Interests and proVIde assIstance m preparatIOn of 
documents A legal opmIOn WIll be necessary at the final stage of the transactIOn, that contams 
mformatIOn about the Issuer's bemg mcorporated and ItS corporate authontIes, legIslatIve 
documents, regulanng secunty Issuance, and restnctIOns, apphed to sellIng If these secuntIes 

Legal AdvIsor to the Lead ManaQ'er 

AssIgned by the Lead Manager to represent Its mterests dunng preparatIon of agreements and 
negOtIatIOns, as well as dunng the preparatIOn of Offenng CIrcular 

FIscal agent 

ASSIgned by the Issuer as hIS agent (vs bondholders agent) Major funCTIons 
• Payments to bondholders at the presentation of bond certIficates or coupons 
• Other admmIstratIve functions, such as publIshmg of notIficatIons and replacement of bonds 

certIficates 

Paymg agent 

ASSIgned by the Issuer In case of a lIstIng a paymg agent should be assIgned whose actIVItIes are 
WIthm the JunsdIctIOn of the stock exchange where secuntIes are lIsted 

AudItor 

AssIgned by the Issuer to perform financIal audIts and prepare fmancIal statements to be mclude 
m the Offenng CIrcular The audItor WIll present comfort letters, and consult the Issuer on 
taxatIon Issues, related to the organIzatIon of the Issue 

Preparatzon work 

Mandate 

The process begms WIth presentmg the Mandate to the Lead Manager for placement of a speCIfic 
amount of bonds, agreed upon beforehand 

After such mandate has been presented, the Issuer and the Lead Manager WIth respectIve 
attorneys and accountants begm workmg together on the preparatIon and carrymg out necessary 
negotlatIOns, related WIth the Issue 

Matenals are collected to be Included m the Offenng CIrcular The tIme It would take depends 
on the avaIlabIlIty ofwntten matenals and the accessIbIhty of the Issuer's top management 

InvItatlon Telex 

The Lead Manager announces the Issue through telephone and computer networks to buIld the 
Group of Managers After Letters of Interest are receIved, the Lead Manager sends out offiCIal 
InVItatIon Telex 
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SubscnptIOn Agreement 

ThIS Agreement IS concluded between Manager and the Issuer and contams the Jomt oblIgatIOn 
of managers to purchase Issued bonds the closmg day of transactIOn and the oblIgatIon If the 
Issuer to Issue these bonds by the closmg day 

The Agreement among Managers 

ThIS document fixes the allotment of bonds among Managers and the dIstnbutIOn of 
commISSIOn 

Due DIlIgence 

ThIs IS the process by WhICh Managers make sure all the mformatIon m the Prospectus IS 
accurate and relevant 

Offenng CIrcular 

ThIS document IS the baSIS for mvestment deCISIons made by mvestors 

Closmg of the TransactIOn 

On thIS stage SubscnptIOn payments are made, less fees and expenses, and the bonds are 
delIvered 

Legal and regulatmg documents 
- CertIficate of the closmg of transactIon - sIgned by the Semor Officer of the Issuer 
- AudItors' report, confirmmg the venficatIOn of the Issuer's financIal reports 

- Legal OpmIOn - proVIded by legal AdVIsors to certIfy, that the bonds are 

• Legal 
• Effectual 
• OblIgatory 

Offerzng Circular 

The Circular should contam all the mformatIOn about the company and the regIOn, whIch IS 
necessary for mvestors to develop a conSCIOUS evaluatIon of the financIal state and perspectIves 
of Issued secuntIes and assocIated nghts 

The CIrcular contams 

• Terms and condItIOns of Issue 
• Use of proceeds 
• CapItalIzatIOn chart 
• DescnptIon of the Issuer and ItS current actIVIty 
• The Management of the Issuer 
• Fmancial mformatIOnibudget 
• Taxation conSIderatIons 
• RestnctlOns for sellmg seCUrIties 
• PartICIpants of the Issue 
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Due Dlilgence 

• The ObjectIve The Due DIlIgence would allow managers to guarantee to Investors that the 
InfOrmatIOn, contaIned In the Offenng Circular 

• The Due DIlIgence IS a big deal for an Issuer that Issues bonds for the first tIme It reqUIres 
partICipatIOn of Key officers of the company or representatIves of the Government 

• At the ImtIal stage the questIOnnaire IS sent out to begIn the process of InformatIon 
gathenng 

• QuestIOnnaires are sent to the Issuer and accountants and are related to finanCial 
documentatIOn, espeCially to any unexpected changes In the hIstory of the company's 
actIvity 

• The depth of the Due DilIgence depends upon the quahty of accountIng and reportIng 
documents and InfOrmatIOn, presented by the Issuer 

• The company's finanCIal reports should comply With the lAS 

The sample tzmetable of the transactIOn 

Week 1 To hold the orgamzatIOnal meetIng to dISCUSS 
Type ofsecunty and volume of the Issue 
Use of proceeds 
ProvlSlons of FIscal Agent agreement and other debt agreements 
Accountmg reqUIrements and Auditors' reports 
Legal OpInIOnS of the Issuer's and the Underwnter's legal AdVIsors 
Necessary authonzatIOns 

To notIfy the FIscal Agent, the PublIsher of the Offenng Circular, AudItors and other 
partICipants about the IncomIng Issue 

Week 2 To prepare first drafts of 
DescnptIon of secunties and notIficatIOns 
Documents, dIsclOSIng InfOrmation about the Issuer 
FIscal Agent Agreement 
Documents for the Due DIhgence 

Week 3 To dlstnbute the second draft ofthe Offenng Circular and other documents among 
group members 

Week 4 Due DilIgence and other meenngs 

Weeks 5-6 AddItIOnal meenngs and preparanon of new drafts If necessary 

Weeks 7-9 PreparatIon of presentatIOn for road-show and Internal market1ng memorandum 
Preparanon of documents for clOSIng the transactIon (legal OpInIOnS, certIficates etc) 

Weeks 1O-12To publIsh and dIstnbute the prehmInary prospectus 
Road-shows 
To develop agreements on Terms and CondItIons of the Issue 
To Sign agreements on Terms and Condlnons of the Issue 
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Work meetIng wIth the publIsher, pnntIng the Offenng CIrcular 
To present matenals and InstructIOns for dIstrIbutIOn of the final verSIOn of the 
prospectus 
To present formatted and sIgned AudItor's report 
To provIde InfOrmatIOn about the Issue to mass medIa 
To termInate the work on legal OpInIOnS, certIficates and audItor's reports 

Week 13 The mandate letter to the FIscal Agent, venficatIOn of authentICIty of 
secuntIes and theIr debvery 

Requzrements of Stock Exchanges 

General reqUIrements of Luxembourg and London stock exchanges are very sImIlar 

LIStIng reqUIrements 

CapItahzatIOn chart 
Fmanclal reports 
OffiCIals 
Terms and condItIOns 
DescnptIOn of the Issue 
SellIng restrIctIOns 
Tax consIderatIOns 
General InfOrmatIOn 

InformatIOn dIsclosure reqUIrements 

ComplIance WIth GAAP 
DIscussIOn and analYSIS of the management 
OwnershIp structure 
Fmanclal reports 
DescnptIon of Industry, country and nsks 

London vs Luxembourg 

Llstmg 

Reportmgl 
mformatJon 
dIsclosure 

Rule 144-A 

London 
More strIct terms reqUIrements 

Heanngs are stIll reqUIred 

SometImes to some Issuers strIcter 
requIrements are applIed, but as a 
rule, Issuers are treated equally 

The reqUIrements to the content of 
Issue matenals are pretty loosen 

All the mformatIOn, mcludmg 
fmanclal reports, should be updated 
yearly 

Luxembourg 
More loosen terms reqUIrements 

No heanngs reqUIred 

The stock exchange IS ready to 
accept all potentIal Issuers 

???? 

No such requIrements 
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Allows to perfonn hmited placement of secunties among QIB wIthout regIstenng the Issue WIth 
the SEC 

Advantages 
An attractIve way of gettIng access to addItIOnal capItal and a good first step m fonnmg 
mternatIOnal mvestor base 

ImpedIments 
LImIts US mvestor base by excludmg mdiVIduals and small mstItutIOnal Investors 

Costs of the Issue 

A typIcal 144-A eurobond Issue for $US 150 mIn would have the followmg structure of fees and 
expenses 

LIStIng fees 
FIscal agent and paymg agent fees 
Lead Manager Attorney fees 
Pnntmg costs 
RatIng agenCIes (a) 
Road-show (b) 
FIdUCIary (Luxembourg) (c) 
Total 

(a) - to be agreed WIth ratIng agenCIes 

$US 
6000 

1500 per year 
150000-200000 
30000-40000 

100000 
40000 
15000 

400000 

(b) - mcludmg aIrfare, rooms and other travel expenses 
(c) -It IS assumed that the fidUCIary's domICIle IS located m Luxembourg If an off-shore 
SUbSIdIary IS used, the cost Will depend on the country of domICIle 

Strategy 

Well planned and Implemented strategy has the deCISIve Impact on the overall success of the 
transactIon 

1 PresentatIOn of the Issue 
2 IdentIficatIOn of mvestors 
3 TImmg 
4 Internal support 
5 Formmg the syndIcate 
6 Road-show 
7 PncIng and sellmg 
8 Secondary market support 

PresentatIon of the credIt hIstOry 

The support IS prOVIded by FIXed-mcome analytIc departments of Lead Managers 

IdentIficatIOn of Investors 

Pre-market Issue among IdentIfied mvestors 

TImmg 
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The time of the begmnmg of the transactIOn takmg mto consIderation most favorable market 
condItIOns 

- perspectIve Issue calendar and demand for such finanCIal mstruments, 
- prognOSIS for dISCOunt rates and spread values 
- announcement of major economIC mdicators 
- announcement of the company or sovereIgn ratmg 

Internal support 

The analytIc memorandum should be dIstnbuted among Lead Manager's sales force 

Road shows 

PrelImmary prospectus 
Well prepared presentatIOn for the road-show 
3-5 days road shows m Europe, USA, and, dependmg on the demand, m ASIa 

Pncmg and dIstrIbutIOn 

Meeting to determme the pncmg 
DIstnbutlOn based on mvestor type and qualIty as well as the SIze of the order 

Secondary market support 

To ensure pnce stabIlIty and lIqUIdIty through coverage m analytIc matenals on fixed-mcome 
mstruments 

Road show 

The road show program wIll be accorded e few weeks before the begInnmg of the transaction It 
WIll be bUIlt based on mvestors' demand for Issued secuntIes 

PresentatlOns are made for both large groups of clIents and small audIences 

Ensurmg the success of the Issue 

Components of the success 

- IdentIficatlOn of groups of chents 
- Expenenced Lead Manager 
- Work WIth Investors 
- The most convement offer structure 
- Good tImmg 
- Powerful sales force 
- AnalytIC support 
- Secondary market support 
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m Credit ratmgs 

What are credIt ratmgs? 

CredIt ratmg IS an mdependent assessment of the Issuer's credIt lustory 

The two leadmg ratmg agencIes are "Moody's Investors SeTVlce" and "Standard & Poor's 
CorporatIOn" 

Ratmgs Assumed timely debt Moody's FaIlure ratIo 
S&P Moodv's serVIcmg probability over a 5-yeasr perIOd 
AAA Aaa Undoubted 01% 
AA Aa Very hIgh 03% 
A A HIgh 06% 

BBB Baa Suffic1ent 20% 
BB Ba Doubtful 118% 
B B Very doubtful 284% 

CCC Caa ProbabIhty of faIlure 50+% 

ModIficators 
+ 1 Upper part of ratmg dIapason 

2 MIddle part of ratmg dIapason 
- 3 Lower part of ratmg diapason 

Who needs ratlngs? 

Credzt ratmg are entzcalfor the success of the debt zssue on USA and other mternatlOnalloan 
eapztal markets 

• 70% of Eurobond Issues are rated by S&P 
AAA-43% 
AA-31% 
A-18% 
BBB -3% 
BB-4% 
B -1% 

• Almost 100% publ1c debt Issues on the USA debt market are rated 

S&Pratmgs 

AAA-15% 
AA-22% 
A-30% 
BBB - 20% 
BB-9% 
B-4% 
What advantages do ratzngs gzve? 

Access to a bIgger number of markets 
Amencan and European markets are more and more ratmg-sensluve Some mvestors would 

only buy rated secuntles 
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More financIal flexlblhty 
Longer matuntIes allow to obtam better debt-to-equity ratIO 
Lower dependence from commerCIal banks 
Rated secuntles prOVIde wIder opportunItIes to obtam credIt lmes for hedge 

With denvatives 

Lower cost of financmg 
Wider market access allows to get optImal pnces 
ConSIderably lower refundmg costs and nsks 

WIder mvestor base m the USA and other countnes 
PenSIOn funds 
Fund managers 
Insurance and trust companIes 
Corporate mvestors 

Broader world recognItIOn and advertlsmg of the Issuer 
Coverage m analytIC matenals on fixed-mcome mstruments 
Widenmg of mvestor base strengthens the company's reputatIon and renown 

the mterest to ItS financIal mstruments 

Strategy 

transactIOns 

and whets 

RatIngs should be assIgned by "Moody's" and "S&P" - the two most Widely recognIzed ratIng 
agenCIes m the W orId 

Prehmmary "onentatIon" meetmg WIth representatIves of ratmg agenCIes at theIr head-quarters 

To prepare a wntten presentatIOn, showmg the Issuer's mvestment mstory, and present It to 
ratIng agenCIes' analysts 

To mVIte representatIves of ratmg agenCIes, mcludmg top offiCIals, to spend a few days at the 
company or m the regIOn to meet responSIble offiCials for detalled dISCUSSIons 

ApprOXimate fees for eurobond Issues ratIngs 

Moody's 30 b p of the Issue volume (mm - US$15000, max - US$60000) 

S&P 30 b p of the Issue SIze (mm - US$20000, max - US$75000) 
AgenCIes would also usually reqUIre to cover therr travel and some other expenses 

PreparatIOn 

1 Asslgnmg a Legal AdVIsor 
In VIew of the compleXIty of the ratmg process, a Legal AdVIsor should be aSSigned 

2 PreparatIOn of a WrItten PresentatIon 

The core mformatIOn agenCIes reqUIre to aSSIgn a credIt ratIng IS presented m a wntten 
presentatIOn, whIch IS somewhat SImIlar to the prospectus 

3 PreparatIon to meetmgs 
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In the course of preparatIOn to meetIngs WIth representatives of rating agencIes a presentaTIon 
strategy should be developed for specIfic company dIVIsIOns or regIOnal governmental 
InSTItutIOns 

Actual process 

4 TraInIng seSSIOn 

AnalYSIS of actual presentatIOns 

5 Meetmg WIth representatIves of agenCIes 

Meetmgs With representatIves of each of agenCIes They take place after agenCIes have examIned 
WrItten presentatIOns 

RatIng aSSIgnment procedure - agenCIes SIde 

1 SubmissIOn to the CommIttee 
Agency analysts draft a report and submIt It WIth IndICaTIOn of prelImInary ratIng to the RaTIng 
CommIttee The CommIttee Includes Top Management representaTIves 

2 CommIttee's deCISIon 
A prelImInary deCISIon IS made and can be reVIewed and appealed If aclmowledged 
unsaTIsfactory 

3 Announcement of the ratIng 

After the deCISIOn IS acknowledged satIsfactory, the ratmg IS announced through major mass 
medIa InfOrmatIOn channels and InfOrmatIOn agenCIes 

Approxlmate tzmetable 

The procedure of ratmg aSSIgnment by ratIng agenCIes 

Events 
SubmIttIng the lIst of requIred InformaTIon to the Issuer 

MakIng appOIntments WIth representatIves of ratIng agenCIes 

GatherIng of data to be prOVIded to the AdVIsor 

PreparaTIon of the first project and comments 

EdItonal meeting WIth the Issuer, analYSIS of the agenda ofmeetmg 
WIth representatIves of ratIng agenCIes, presentation format 

CompletIOn of the final project 

Sendmg out presentations 

Presentation trammg seSSIOn 

Terms 
WeekI 

Week 2 

Week 3 

Weeks 4-5 

Week 6 

Week 7 

Week 8 

Week 9 
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Meetmgs WIth representatIves ofratmg agencIes (1-2 days for each 
agency) 

ReceptIOn of the note WIth mdlcatlOn of the probable ratmg 

Week 10 

Weeks 14-16 
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FINANCIAL ASPECTS OF THE ORGANIZATION OF THE ISSUE 
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1 PremIses of Issue 

Corporate bond Issues denommated m rubles 
Ryabtsev Sergey L vovIch, Rennrussance CapItal 

By the mIddle of 1997 the sItuatIOn In RUSSIa became favorable for Issuance of corporate 
bonds denommated In rubles, because the tIme of the Issue should comclde With the maxImum 
decrease of government secuntles and other rnstruments YIelds At the begInmng of 1997 GKO 
Interest rates were too hIgh (around 30%) for RUSSIan compames to afford to Issue debt 
secuntles, attractIve for Investors By June 1997 mterest rates have dropped on the market (20%) 
because of the folloWIng reasons lower polItIcal nsk, stabIlIzatIon of the ruble, CB control over 
the cIrculatIOn of the monetary funds, eaSIer access for foreIgn Investors to RUSSIan debt 
Instruments An assumptIon can be made that the devaluatIOn of the ruble towards the US dollar 
can be 8-9% over the year of 1997, so GKO rates Will go down to 17% p a 

On the other hand corporate ruble-denommated bonds Issue IS reasonable because the 
eXIstIng demand for RUSSIan eurobonds WIll be satIsfied, and there WIll be more and more 
companIes and regIons wlllrng to enter the eurobonds market 

2 AttractIveness of bonds 

Bonds Issued by both governments and companIes and denommated In rubles WIll be 
attractlve for RUSSIan Investors as well as for foreIgn because they can gIve greater YIeld than 
GKOs, allow to dIverSIfy, prOVIde access to the corporate sector With hIgh credIt ratIngs 

Ruble-denommated bonds would be attractIve for most RUSSIan compames ("blue ChIPS" as 
well as "second echelon") as they could gIVe more mdependence from RUSSIan commercIal 
banks and currency exchange rates fluctuatIOns, they would allow to have a SImpler transactIOn 
structure, mmImize legal and orgamzatIOnal expenses and confirm the company's reputatIon to 
be a hIgh-level borrower 

The attractIveness of bonds, denomInated m domestIC currency, can be shown on the 
example of MeXICO In the 80-s and the early 90-s MeXIcan compames would borrow large sums 
In dollars But m 1994 the MeXIcan Peso dropped m value for about 30% agamst the US dollar 
As the result, many compames were faced to enormous exchange rate losses On February 1, 
1995 S&P has lowered the MeXICO'S sovereIgn ratlng ThIS event has even more stIpulated to the 
decrease of stock pnces At the same tIme smaller compames that dId not have access to the~_ 
InternatIOnal market and were borrowmg Pesos on the domestIc one have only benefited from 
such SItuatIOn 
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CREDIT RATINGS: WHY IS IT NECESSARY 
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Perspectives of ratIngs of Russian Issuers, questIOns of Investors' confidence What IS a 
ratmg? What are opportumtles to compames and Investors lfthey access the Eurobonds 

market 
George Dallas, Standard & Poor's 

A credIt ratIng of an Issue IS the current evaluatIOn of the Issuer's credibIlrty In connectIOn WIth a 
speCIfic finanCIal obhgatIon, a specIfic type offinanctal oblIgatIOns or a speCIfic financIal 
program S&P aSSIgns ratIngs to finanCIal oblIgatIOns In both domestIc and foreIgn currency 

S&P would only aSSIgn a ratmg If there IS suffiCIent amount of necessary mfonnatIOn aVailable 
RatIng process Includes calculatIOns, quahtative analYSIS and due dIlIgence The attentIOn IS paId 
to busmess condItIOns what IS the Issuer's Industry sector, growth perspectIves, what Impact on 
the busmess would have the SCIentIfic progress and regulatory deCISIOns For sovereIgn ratmgs, 
beSIdes the overall economIC condItIOn of the country, the polItIcal system and SOCIal condItIOns 
are also Important 

Steps of the RatIng Process 

1 Request for ratIng from the Issuer 

2 FormatIOn of the team of analysts whose professIonal preparatIOn covers the gIven sector, 
aSSIgnment of the Lead Analyst, responsIble for the ratIng and actIng as the maIn lIaIson WIth the 
Issuer 

3 General study S&P studIes past finanCIal reports, finanCIal and lIqUIdIty prOJectIOns, 
transactIOn documents, legal papers and other InfOrmatIOn, Important from the ratIng standpOInt 
The confidentIalIty of all the InfOrmatIOn prOVIded by the company to S&P IS guaranteed 

4 MeetIngs WIth the company's management DurIng such meetIngs key factors are dIscussed 
affectmg the ratIng, IncludIng commercIal and finanCIal plans and the management pohcy 

5 SeSSIOn of the RatIng CommIttee The Lead Analyst drafts the analytIC report and submIts It to 
the CommIttee composed from semor analysts from dIfferent departments of S&P 

6 The Issuer IS notIfied about the ratIng 

7 (The appellatIOn process) lfthe ratIng IS lower than expected by the Issuer, or If there IS 
addItIOnal InfOrmatlOn that can be prOVIded to the CommIttee, the Issuer IS entItled to submIt the 
appellatIon 

8 ASSIgnment of the ratIng 

9 MomtorIng of the ratIng After the ratIng IS aSSIgned, S&P IS constantly momtorIng all 
CIrcumstances and events that could affect It In some way, Includmg changes m the capItalIzatIOn 
structure, acqUISItIons or SIgnIficant changes m the economy Usually, every ratIng IS subject to 
yearly formal reVIew ThIS IS usually tImed WIth regular meetmgs WIth the management of the 
company 

M f eanmgs 0 ratIngs 
RatIng The Issuer's characteristics 

AAA The hIghest abIlIty to meet finanCIal oblIgatIOns The hIghest ratIng 

AA Very hIgh abIlIty to meet finanCIal oblIgatIOns 
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A HIgh abllrty to meet financial obhgatlOns, although the Issuer could be 
sensItIve to negatIve changes m economIC and commercIal cIrcumstances 

BBB SufficIent abIlIty to meet finanCIal obhgatlOns, hIgher senSItIvIty to negatIve 
changes m economIC and commerCIal cIrcumstances 

BB No danger m the nearest tIme, but subject to long-term rIsk.s m case of negatIve 
changes m economIC, finanCIal and commerCIal cIrcumstances 

B Much hIgher senSItIvIty to negatIve changes 10 economIC and commerCIal 
cIrcumstances, but currently stIll able to meet financIal oblIgatlOns 

CCC Is m danger and depends on favorable comcidence of economIC, financIal and 
commerCIal CIrcumstances to pay finanCIal oblIgatIOns 

CC Is m very bIg danger 

C Bankruptcy petItIOn IS applIed, but financIal oblIgatIOns are stIll paId 

D FmanCIal oblIgatIOns are not paid any more 

S&P has two types ofratmgs -long-term and short-term The long-term ratmg reflects the abIlIty 
of the borrower to ensure tImely fulfillment of finanCIal oblIgatIons Long-term ratmgs range 
from the hIghest, AAA, to the lowest, D Ratmg from AA to CCC can also have modificators "-,-" 
or "-", showmg the relatIve pOSItIon of the Issuer withm the same ratmg category Short-term 
ratmgs reflect the abIlIty of tImely repayment of oblIgatlOns, treated as short-term on respectIve 
mark.ets Short-term ratmgs also range along a scale, from A-I for the hIghest to D for the lowest 
A-I ratmgs can also have a "+" modificator showmg relatIvely hIgher POSItIon of the Issuer 
withm the A-I category 

"AAA", "AA", "A" and "BBB" - rated debt mstruments are classIfied "mvestment grade" 

"BB", "B", "CCC", "CC", "c" and "D" - rated debt mstruments are classIfied "speculatIve 
grade" 

S&P can add an "r" mark to the ratmg to show that the mstrument IS also subject to non-credIt 
rIsks, whereas the ratmg reflects only credIt rIsks 
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The history of credIt ratIngs, ratIngs In transItIon economIes, overVIew of ratmgs In 

Eastern Europe and the RussIan FederatIOn 
MIchael L Buneman, Moody,s 

1 HIstory of credIt ratmgs 

The ratmg busmess IS almost nmety years old and IS that It does not have Its ongms m 
financial analysIs, but m the publlshmg mdustry 

The ratmg agencIes started to become mternatIOnal when they first assIgned ratmgs to secuntles 
whIch were not Amencan 

By the end of the 1920's when the US bond market reached ItS peak of actIvIty, there were some 
6000 Issuers With bonds m cIrculatIOn valued at around $26 bIllIon VIrtually all of these 
secunties were rated by the ratmg agencIes, and they mc1uded some 40 sovereIgn governments, 
as well as a thnvmg "Junk bond" sector 

In the late 1970's, major mternatIOnal corporatIOns, mc1udmg banks, government agencIes, as 
well as some governments themselves realIzed that m order to attract the mterest of that 
Amencan mvestor who was wIllIng to prOVIde dollar finance at such attractIve rates, one process 
was meVltable and unavOidable m order for them to be accepted by that mvestor, and that was 
the ratmg process 

Another forced mternatIOnahzatIOn penod for the ratmgs mdustry was the early 1980's when the 
mdustnahzed world's bankmg systems were grapplmg WIth what was lmown at the tIme as the 
"L DC" cnSlS, or the mablhty of thIrd-world governments to servIce theIr debts to western 
bankers, and consequent necessIty for reschedulmg of such debts, as happened WIth most LatIn 
Amencan natIOns, some m South-east ASIa, and more pomtedly, some of our close neIghbors 
here m Eastern Europe 

Now VIrtually ImpossIble for any new sovereIgn government to raIse fundmg by way of an 
mternatIOna1 bond Issue, Without such Issue bemg accompamed by ratmgs assIgned by at least 
two, and sometImes more, mternatIOnally recognIzed ratIngs agencIes 

Respondmg to the rapId progress of financIal serVIces dIsmtermediatIOn, and the evolutIon of 
capItal markets across the globe, m the 1980's the major ratIng agencIes began to open offices m 
the leadmg financIal centers 

FIrst ObjectIVe was to aSSIgn ratmgs to debt mstruments, lIke bonds, debentures, commercIal 
paper etc Secunties whIch bore a fixed mterest, or dISCOunt rate, as well as fixed repayment 
date, and were tradable on finanCIal markets whIch usually also showed some secondary market 
capaCIty 

2 Present market 

Most recent developments m the evolutIOn of the ratmgs busmess, IS that more and more the 
ratmg agenCies are bemg reqUIred to rate nsk, as opposed to the default probabilIty of speCIfic 
debt mstruments, and thIS SImply because the nature of mvestment nsk IS changmg rapIdly and 
day by day m financlal markets across the globe 

InternatIOnal mvestors now eager mvest m nsky secuntIes Over the course of the past three or 
four years, the fixed mcome mvestor, m practIcally all developed capItal markets, has been faced 
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wIth a scenano of dec1mmg mterest rates Smce bonds Issued by the tranSItIOn economIes 
generally offer hIgher YIelds than those of the developed economIes, mvestors have been 'Wlllmg 
to dIverSIfy theIr portfolIos mto such paper m the mterest of obtammg hIgher YIelds, but at the 
same tIme conSCIOUS that they are mcreasmg the level of nsk of theIr mvestments What thIS 
means qUIte SImply IS, that mvestments m the hIgher ratIng categones, lIke Aaa and Aa, whIle 
they are safer from a nsk pomt of VIew, no longer offer the same level of mterest for Yleld
conscIOUS mvestors, whIle lower rated credIts m the Baa, Ba and B categones do Just that 
Consequently there IS an mterestmg wmdow of OppOrtunIty here for mvestors and borrowers 
ahke 

EssentIally It means that no Issuer domICIled m any country can achIeve a ratmg hIgher than hIS 
country of domICIle SovereIgn ceIlmgs are debt denommated m a dIfferent currency than that 
of the country of domICIle 

As ratmgs address not only the mtnnsIc capaCIty of a borrower to meet hIS debt obhgatIOns, as to 
mterest as well as pnnclpal, we also have to address the legal oblIgatIOn, and the regulatory 
framework of that oblIgatIOn When we talk of Issuers raIsmg debt denommated rn currenCIes 
other than theIr natIOnal currency, we have to ask the quesTIon as to what pOSSIble obstacles or 
hmdrances could anse to prevent a borrower havmg access to the currency necessary to repay 
hIS oblIgatIOns m that currency 

From thIs perspectIve, we do not belIeve that any government would allow any pubhc or pnvate 
enTIty, subject to Its sovereIgn JunsdlctIon, to have access to the foreIgn currency to repay ItS 
debt oblIgatIOns before the sovereIgn government Itself 

Therefore, when we make the comment about a borrower's ratmg bemg "constramed by the 
sovereIgn ceIlrng", we are makmg what amounts to a hIghly theoretIcal statement about what the 
Issuer's ratrng would be, If he was Issumg debt m hIS domestlc market But unless such debt 
markets eXIst, the statement does not really carry much weIght Should a market for corporate 
bonds denommated m Rubles one day develop m the RUSSIan FederatIOn, as may be the 
aspiratlon of many of you here today, then thIS statement would have a lot more meanmg 

For example, the CanadIan government Issues debt m CanadIan dollars, and those bonds are 
rated by us Aa I The debt Issued by Canada m other currenCIes IS rated a lIttle lower, at Aa2 
These ratlngs reflect the relatIvely heavy debt burden WhICh the CanadIan government IS 
carrymg at present Nevertheless, we have rated a number of the CanadIan prOVInces and cltles, 
such as Bntlsh ColumbIa, Ottawa-Carleton and Vancouver Aaa for theIr bond Issues m 
CanadIan dollars These local governments have very large reserves and a relatIvely modest debt 
burden 

As a general observatIon, It IS faIrly Improbable for an Issuer of domestIC currency debt to 
achIeve a hIgher ratmg than, hIS sovereIgn government, but not ImpOSSIble 

The range of ratmgs wlthm an mdustry gIves US an Important key as to what the future dynamICS 
of that mdustry are Why do we want to know thIS? Because debt IS often Issued for extended 
maturItles, wruch may be up to seven or ten years m the pnvate sector, as much as 15 or 20 years 
III the publIc sector, we have to test the valIdIty of our ratmg over that entIre tIme span Seven, 
fifteen or twenty years IS enough tlme for busmess, mdustnes, and even naTIonal economIes to 
pass through not Just one, but several cycles So when we prOVIde an opmlOn to an mvestor by 
means of our ratmg, we are telhng hIm what the debt serYlcmg capaCIty of the Issuer IS at the 
lowest pOSSIble pomt on the busmess cycle Therefore, m our analYSIS, we subject not only the 
mdlVIdual company or competItor, but the entIre mdustry, to what we call a « stress test» We 
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try to estImate the performance of that company under the severest and most adverse of 
economIC condItIOns 

AnalytIcal VIew of any mdustry must be truly global You cannot sImply take a company, 
analyse It WIthm the reference of Its own domestIc market, dlsregard Its vulnerabIlIty to 
competItIve pressures from outslde of the country, and claIm to gIve an objectIve and balanced 
VIew of ItS credItworthmess I am sure that for the majonty of your busmesses, the competItIve 
pressures created by the globalIsatIOn of markets for goods and servIces are somethmg whIch 
you are becommg aware of here m RussIa the creatIOn of many new sovereIgn temtones m 
what was formerly the SOVIet Umon creates a wealth of opportumtIes for exports and the supply 
of servIces, but you WIll also be conscIOUS of the fact that others WIll be bIddmg to proVIde these 
goods and servIces as well, and these are your competitors today 

There are ratmgs at the same level as the RussIan so\'ereIgn ratmg to the CIty of Moscow and to 
NIZhny Novgorod Oblast In Poland, we have rated a telecommunIcations company, and m the 
Czech RepublIc, the CIty of Ostrava 

FIrst ratings for RussIan banks IS expected m the next few weeks, pOSSIbly even days 

The reason we have been so busy ratmg banks IS that mvestors and nsk managers everywhere 
have been pressmg us to mcrease our coverage of banks all over the world RIght now we rate 
almost 900 banks world WIde Wlnle banks may not necessanly be Issuers of Eurobonds or other 
types of pubhc market debt, practIcally all are engaged m some way or other m the most global 
and mternatIonal of all markets, whIch IS the Interbank market 
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PRICING AND SELLING THE ISSUE 
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How Prlcmg IS Determmed the Role of the Lead 
and Co-Lead Managers Roadshows Syndicates 

Henry von Blumenthal 

The compansons between new Issuers 
In the Eurobonds market and at the eqUlty market 

In the equIty market, for example dunng a pnvatIzatlOn, there are normally two pnnciple banks 
or stockbrokers mvolved One IS the stockbroker to the Issue, the other IS the stockbroker to the 
Issuer These two mstItutIOns have a common mterest m the success of the Issue, but when It 
comes to the negotIatIOns of terms the Issuer can rely on the dIsmterested advIce of hIS own 
broker 

ThIS IS not normally the case m the euromarket By custom m the euromarket the Issuer appomts 
one or more Lead managers, but these Lead managers have conflIctmg mterests In the end, theIr 
pnmary loyalty IS to theIr chent base and nothIng can please them more than If you Issue at a 
generous pnce WhIch wIll eIL_able theJead_mauager to sell the Issue wIthout e:f:fort.-

ThIS fact was what has prompted the CIty of Moscow among others to appomt ItS own, non
bankIng adVIsors durmg ItS eurobond Issue 

The second companson IS between the relatIve levels of SophIstIcatIOn m the two markets For a 
vanety reasons Some of them purely cultural and hlstoncal, the eqUIty market IS a great deal 
more sophIstIcated than the eurobond mark.et ThIS may seem surpnsmg? GIven that the legal 
and mathematIcal Infrastructure of a eurobond are often higly complex, but at the end of the day 
the vast preponderance of research and analYSIS of stocks, not bonds 

On eurobond market there 15 the well established ratmg system Moody s Standard and Poor's 
and IBeA have developed systems of credIt ratmg whIch have been mcorporated by the Bank. 
for InternatIOnal Settlements mto the world bankmg system's capItal adequacy regulatIOns The 
result IS that bankers are much more at lIberty to buy higly rated debt than so-called Junk bonds 
They are also encourage by the system to Include bank and sovereIgn debt In theIr portfolIos 

It IS much easIer to rely credIt ratmgs whIch have been worked out by someone else, than to do 
your own research, If you make a mIstake, you can pomt at the ratmg as your excuse ThIS IS 
reInforced by management whIch often places restnctIOns on traders accordmg to ratmg As a 
true example of how unsophIstIcated the euromarket can be, there was one Issues underwnter at 
a Korean secunties house who was told he could only underwnte bonds by sovereIgn Issuers 
When looked at he Itst of examples, he found that they mcluded the Royal Bank of Canada and 
the Royal Ban of Scotland' 

The startmg pomt for any analYSIS of bond pncmg IS to look at he YIeld on the most apt 
benchmark bond and to make Judgments by comparatIve reference to that 

UltImately the eurodollar market and by extenSIOn the entIre euromarket, IS mfluenced by 
fluctuatIons m the pnce of US Treasunes 

It IS pOSSIble to purchase US Treasunes WIth practIcally any matunty up to 30 years If you plot a 
graph, WIth the matunty along the X aXIS and YIeld on the Y axIS you produce what IS know as 
the YIeld curve and thIS IS one Important mstrument used by Lead managers m determmmg 
pnCIng 
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In some Government Bond markets there are dIstortIOns ID the curve For example, m the yen 
market the current 10 years Japanese Government Bond (JGB) usually trades at a much lower 
YIeld than other JGBs of sImIlar matunty Many major mvestors only buy the benchmark bond 
In the JGB market therefore the YIeld curve dIPS to the YIeld on the dommant current benchmark 
bond The changmg of benchmark status from one bond to another IS a market event, wIth 
mvestors sWItchmg to the new benchmark even at a cost to themselves All thIS means that, 

-unhke->¥ith-otfier-currenCles, Euroyen markt:t prImmg does nOl: normaliy foHow the{Jovemment 
Bond Market 

Given the eXistence of benchmark bonds, Investors wIll buy Issue or not accordmg to theIr VIew 
of the relatIon ShIP between qualIty and prIce 

Eurobond mvestors take the VIew that the IDcreased YIelds of theIr bonds WIll compensate them 
adequately for whatever credIt rIsk or lesser lIqUIdIty may be mvolved 

TheIr four major factors governmg thIS Judgment 

LIQUIDITY, 
CREDIT, 
YIELD ANOMALIES, 
SUPPLY of BONDS 

LIQUIDITY Benchmark bonds, espeCIally government bonds, are usually the subject of formal 
market makmg arrangements deSIgned to ensure good secondary market lIqUIdIty Market
Makers, who m the London stockmarket used to be called Jobbers, WIll always quote both a buy 
and sell prIce for any bond m WhICh they make a market If you are the Issuer of substantIal 
bond, you WIll want to Know what market-makIng arrangements are beIng made by the Lead 
managers, smce m the after market lIqUIdIty WIll help you to achIeve tIght pncmg In later bond 
Issues 

Many eurobonds are not very lIqUId, even If they have hIgh credIt ratIngs In 1993 the US 
Federal Reserve publIshed a report on lIqUIdIty m whIch It stated that there seemed to be "no 
statIstIcal relatIOnshIp between the YIeld on the Issue and ItS SIze" 

Factors WhICh are generally agreed to mfluence /zqUZdlty 

1 Name recogmtIOn + credIt ratmg 
2 SIze of Issue (bIgger the better) 
3 Matunty (Shorter the better) 
4 Number of shareholders - there should be many of them WIth small holdIngs 
5 Market MakIng The market makers should be commItted 
6 SImphcIty of Issue structure no complIcated optIOns or legal matters, espeCIally no 
borrower's call optIon 
7 No smkmg fund 

CREDIT The puntan ethIC, that conSIders debt to be wrong, and WhICh appears to mfluence 
mvestors agamst borrowers WIth defiCIts People are more wIllmg to lend money for a concrete 
or productIve purpose, than they are to fund a shortfall m cash flow 

ThIS often gIves rIses to dIfferences m YIeld on bonds WhICh are otherwIse SImIlar 

YIELD ANOMALIES There are 2 kmds of YIeld 
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1 The benchmark YIeld curve wIll often not match the exact maturIty of the new Issue you are 
plannmg 
2 IndIVIdual secuntles may trade at unexpected levels as a result, for example, of theIr havmg 
hIgh coupons and tradmg above par, where mvestors are reluctant to take a capItal loss at 
matunty and therefore are wIllmg to sell more cheaply 

BOND SUPPLY All the theoretIcal calculatIons based on the factors mentIOned above are 
worthless If the mvestor IS bemg offered too many bonds at the same tIme 

ThIS IS a constant problem m the Korean Floatmg Rate Notes (FRN) Market Owmg to the 
queumg svsvtem Imposed by the Korean MInIstry of Fmance, every autumn a wave of Korean 
FRNs swamps the market The effect of thIs IS that the most successful Issues are the ones whIch 
come out first however badly prIced 

Actual questIOn o/prlcmg 

1 The Issue must be of a mmimum SIze, about $50 M Anythmg less than that WIll be 
practIcally IllIqUId and you WIll probably find It cheaper and eaSIer to arrange a syndIcated loan 
Many borrowers, however, do come to the market WIth small Issues, eIther because they lIke the 
publICIty that the Eurobond Market gIves them or because for some reason they have access to 
Investors who prefer buymg secunties to makIng loans 

2 Matunty, partIcularly at the moment m RUSSia, IS all Important In general, the longer the 
matunty, the hIgher the cost to the Issuer However, If It IS expected that YIeld on the Issuer's 
eXlstmg debt are gomg to fall, long matuntles become attractIve to mvestors who prefer buymg 
secunties to makmg loans 

3 The type of Issue, whether fixed of floatIng, puttable or m varIOUS currenCIes, WIll depend 0 

the market SItuatIOn 

4 AVOId complIcated structures Do not be deceIved by banks WhICh offer complIcated ways of 
obtammg cheap fundmg, they are InvarIably deSIgned to make the lead manager nch 

PRlCING EXAMPLE 

Assume we are pncmg a US$ 250 5-yen bond for a borrower who reqUIres floatmg rate dollars at 
a cost of at least 5 baSIS pomt below Libor 
Assume also that US Treasunes are playmg 6%, and that mvestors WIll only buy at a YIeld of 35 
bp Above thIS Fees are 1/4% and expenses such as legal fees WIll be $125,000 The swap 
market IS paymg 49bp over treasurIes What IS the result for the borrower? 

The first pomt IS that TreasurIes are quoted on a semI-annual baSIS, but ordmary eurobonds on an 
annual baSIS Perhaps, thIS conventIOn IS confused by the fact that Global Issues have semI
annual coupons, as dId Moscow's recent dollar eurobond But It IS safe to assume that corporate 
bonds normally have annual coupons 

There IS a formula for workIng thus out, but Treasunes plus 35 bp IS 6 35% paId semI-annually IS 
eqUIvalent to 6 45% paId annually 

If we fix the coupon at 637%, then the pnce at WhICh the market receIves the bonds WIll be 
99 69% ThIS IS a SImple IRR calculatIon 
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To calculate the cost m YIeld terms we must take mto account the expenses, m the form of 25 bp 
fees and $125,000 out-of-pocket expenses 

The net proceeds of the Issue wIll be only US$248,475,000, roughly 9939% of the Issue, the 
borrower has had to pay 61 bp for the cost of the exerCIse HIS all-m cost therefore rIses to a total 
of 6 521 %, eqUIvalent to about 41 9 bp over TreaSUrIes 

Lastly, these proceeds have to be swapped mto Floatmg Rate, became the Issuer does not want to 
be stuck WIth a fixed rate m a market of fallmg YIelds 

The (BID SIDE) swap quote was T+49 We have Just seen how hIS cost m fact T+41 9, whIch IS 
7 I bp below the swap rate He wIll therefore have achIeved fundmg at Llbor mmus 7 I 

What do the Lead Managers do for their money? 

The first pomt IS that they guarantee that you WIll be able to borrow a gIven amount at a gIven 
cost Do not be deceIved mto agreemg to let a bank work on a best efforts baSIS Before you gIve 
hIm a mandate, he must gIve you a proposal, whIch states 

The amount, matunty and all-m cost ThIS must mclude all expenses Demand an expenses cap 
It IS lIkely that legal bIlls WIll be far m excess of estImates, BrItIsh lawyers are the most 
expenSIve m the world - make the Lead Manager pay the dIfference As a gUIde, the expenses, 
mcludmg prmtmg and IIstmg costs, should be no more than US$80,OOO for a small Issue WIthOut 
ratmg WhIch IS not bemg sold m the USA under rule 144a Some lead managers WIll press you to 
let them dlstnbute bonds m the USA ThIs may well be what you want, but If not reSIst the 
pressure, a Rule 144a IIstmg reqUIres an AmerIcan lawyer to wrIte a so-called Rule IOb5 Letter, 
thIS entaIls you havmg to undergo a hIgh level of dIsclosure, WhICh WIll cause a great manv 
headaches as well as delay to the Issue and for WhICh, needless to say, you WIll be handsomely 
charged 

The next thmg do IS to form a syndIcate, thIS IS where they hIve off theIr nsk to the rest of the 
new Issues market They WIll offer a lower portIOn of the fees to the Co-Managers each of whom 
wIll underwnte about 3-5 mIllIon dollars 

How they structure the Co-Managers fees IS normally left to the Lead Manager, but you are I 

entItled to mterfere WIth theIr chOIce of syndIcate Fell free to do so ThIS IS your bIg day and 
lIke a brIde, you do not want a lot of unpleasant quests to tum up at the weddmg feast that you 
do not lIke or were not expectmg ThIS IS an opportumty for you to develop relatIOnshIps WIth 
other lenders, who may (as your lead managers well know) be future lead managers of your 
subsequent Issue 

Then, of course, the Lead Manager handles the ratmg and prospectus If there IS a ratmg, they 
should manage the collectlOn of matenals for the ratmg agency's mspectlOn ThIS IS where 
havmg your own financIal consultant can be partIcularly useful, especIally If, as IS often the case 
, the mternal polItICS of your company mean that the extractlOn of all thIS mformatlOn needs to be 
handled WIth senSItIVIty and tact, for whIch eurobond new Issues executIves are not famous 

When It comes to the wntmg of the prospectus, It IS up to you to wnte, or at least prOVIde the 
matenals for the busmess descnptlOn Here agam, you would be well adVIsed to use a consultant 
who can ensure that you have not unnecessary dIsclosed mformatlOn whIch was not reqUIred 
What should go mto a prospectus IS laId down by the stock exchange You must prOVIde all facts 
whIch are materIal to the mvestor's deCISIOn to buy your bonds, but remember that every fact 
you dIsclose now wIll have to be dIsclosed m later Issues It IS well not to prOVIde mformatIOn to 
whIch the market IS not entItled 
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In the days leadmg up to launch, the lead manager organIzes a roadshow It IS m hIS mterests to 
do thIS well, so you can leave hIm to It and enJoy It Most speeches are made m EnglIsh, If you 
do not lIke makmg speeches m EnglIsh, leave It to the Lead Manager to field the questIons 

After the launch, get your lead manager toy gIve you a complete set of the financIal press 
feedback, together wIth a lIst of press releases ThIS wIll remmd hIm that It IS hIS Job to manage 
the press 

Fmally, It IS the Lead Manager's Job to support the after-market by provIdmg market-makIng 
lIqUIdIty It he does not do so, never let hIm work for you agaIn 
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The Eurobond market form Investor's prospectIve where and how eurobonds are 
traded, key players, how Investors make theIr Investment decIsIons 

Robert Devane 

Bnef overVIew of the Euromarket hIstory 

The hzstorzcal place of Europe zn financIal capt/al flows 

Over the a few last centunes Europe has become the kernel of formation of capItal World Wars 
I and II changed these dynamIcs After the World War II, Europe started to Import capItal 
mstead of exportmg It 70's economIC shocks of US and European markets 80's resurrectIOn of 
Europe as financIal center The boom of 90's Europe becomes the center of mobIlIzatIOn of 
capItal 

From Eurocurrency markets to Eurocapztai markets 

60's The dollar IS dommatmg DM, Ffr, NLG 
70's DM IS competmg US$, Petro-dollars are lookmg for an "exIle" 
80's HIgh mterest rates, US$ goes up, ECU, Japanese enter the market, first Global Bonds 
90's SIgmficant growth, US$, DM, ECU, Ffr, GBR, ITL, JPY, mterest and currency swaps 

DIfferences and common features of Euro-secunties 

1) FIxed coupon bonds 
????111?? 

Bearer form 
Yearly coupon payment 

2) FIxed coupon bonds WIth warrants 

3) Double currency fixed coupon bonds 

4) Floatmg Rate Notes (FRNs) 
The rate IS matched to LIB OR, LIMEAN, LIBID, T-bills, Japanese Pnme Rate etc 

mIsmatched FRNs 
cappedFRNs 
perpetual FRN s 

5) MId- and short-term Euro-secunties 
Euro-commerclal paper 
NIFs, RUFs, TRUFs 
M1N 

6) ConvertIble bonds and bonds With stock optIOns 

Where and how eurobonds are traded 

- on a stock exchange Marketplace - Luxembourg, London, Zunch, Dublm 
- neceSSity of lIsnng 
- the role of the OTC market 
The lIqUidity of thIS market depends on the speCIfic Issuer and volume of Issues 
- bId/ask 
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- spreads and commISSIOns 
-standard settlement day (T+3) 

C!earmg houses and brzdges 

Mam cleanng houses of the Eurobond market are Euroc1ear (Brussels) and Cedel (Luxembourg) 
There eXIsts a bndge of electrOnIC mformatIon exchange and they work m the unIted electrOnIC 
enVIronment BesIdes, they both have such bndges WIth local DepOSItory Cleanng Systems, such 
as DTC (USA), SIcovam (France), Kassenvereme (Germany), Sega (SWItzerland) 

Servzces provzded by Euroclear and Cede! 
-custody, coupon payments, redemptIOn 
-transaCTIons settlements 
-bankIng servIces (credIts) 
-IPOs 
-loans m secuntIes 

Dealers and brokers of the Eurobond Market 

- Market-makers 
There eXIsts a group of large mternatIOnal finanCIal mstituTIOnS, namely Chase-Bank, 

Salomon Brothers, J P Morgan, SBC Warburg and several others, as well as theIr downgraders, 
act as Market-makers There are the total of 15-20 mam dealers, and these are people that nsk 
theIr own capItal to mamtam the stabIlIzatIOn of the market, earn money and fulfill theIr 
oblIgatIOns to the Issuer 

-Second echelon dealers 
Tradmg these secuntles IS the SIde actIVIty 

-Inter-dealer brokers 
Trade only WIth dealers, do not work WIth clIents, neIther mdIvIduals nor mstItutIOns 

-MedIum-SIze and small brokers 
They are lIke clIents, although bemg profeSSIOnal partICIpants of the market They have theIr 

own market nIche, they transact very rarely, and usually at the clIent's order 

Euromarket Investors 

- IndIVIduals (about 50% ofthe market) 
Love bIg coupons, not very actIve traders, dealers often charge them exorbItant fees 

- InstItutIonal clIents (your "fnends" on the market) 
Banks, penSIOn funds, msurance companIes, UnIt funds, hedge funds and other portfolIo 

mvestors They are mam supplIers of mvestment capItal, usually are actIve traders, dependmg on 
the lIqUIdIty and the spread ThIS IS theIr mam profeSSIOnal occupaTIon there IS a lot of analytIC 
work, they seek for arbItrage OpportunItIes, very eXIgent, sneaky, perfect hedgers, loyalty IS not 
theIr credo 

- Corporate mvestors 
As mvestmg IS not theIr mam profeSSIOnal occupatIOn, theIr behaVIOr IS sometImes 

unpredIctable They can have dIfferent quahficatIOn levels from the standpomt of secuntles 
markets Very often they are mSlders 
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EvaluatIon of Issued securities from portfoho Investors' prospective 

"Blessmg by the Samts" 
Important aspects for those mvestors are 

Who acts as an underwnter 
Who are members of the Sellmg SyndIcate (resIdents and non-resIdents) 
Are secunues placed among domestIc mvestors 
Who acts as the audItor 
Who gave the legal opmlOn about the Issue 
What ratmg agencIes rated the Issue and what ratmgs were assIgned 
The credlt and debt servIcmg hIstory of the Issuer (especIally bond Issues), both domestIc 

and mtematIOnal 
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Legal Issues 
Sarah Carey, Steptoe & Johnson 

The mam objectIve of the la\V)'er IS to make sure the company's actIvItIes comply With 
RussIan legIslatIOn, and It fulfills ItS oblIgatIOns, because people, mvestmg money m a company 
do not want theIr money to be spent on covenng defaulted payments or salary lIabIlITIes 

So the lawyer's task IS to check whether the company's Charter complIes With eXlstlng 
legIslatIOn, whether the company controls Its assets, how the ownershIp Issues are resolved 
(mcludIng md1VIdual ownershIp), othernghts and tItles He should also determme whether there 
are any oblIgaTIons the company defaulted to fulfill In case of energy Industry, for example, he 
should check whether the company has access at reasonable pnces to raw matenals and 
transportatIOn facIltties The legal enVIronment m whIch the company was set up IS also 
reVIewed 

ThIS work IS tremendously Important It bnngs two practIcal results 
FIrst, the InfOrmatIOn gathered IS aCTIvely used-
1) All mformaTIon gathered dunng thIS work IS ultImately mcluded m the prospectus, 
2) Based on thIs mformatIOn legal OpInIOnS are prepared In case of Eurobond Issue these are 

- legal opmIOn related to the RUSSIan legIslaTIon It would state that the company has been 
founded In complIance With the RUSSIan legIslaTIon, that It acts wIthm ItS powers and IS entItled 
to perform the actIVIty It performs, 

-legal OpInIOn about compltance WIth condItIOns of the Issue There are dIfferent norms, 
regulatIng Eurobond Issuance (for Instance, Bntlsh and Luxembourgers) 

Traders and dealers usually have no tIme to read prospectuses, so It'S eaSIer for them to 
read legal OpITI10nS If somethIng happens to be wrong about the Issue, they then can always sue 
the company that Issued the legal OpInIOn If underwnters or managers of the Issue do not 
prOVIde necessary InfOrmatIOn to Investors, the latter are also entItled to sue them 

People are usually very responsIble whIle bUll dIng these OpInIOnS because first, It IS 
necessary to stress the comprehenSIveness of the analYSIS and second, Investors are very 
senSItIve to these OpInIOnS 

The second practIcal result IS the preparatIOn of legal documents necessary for Issue to be 
held ThIS IS not lImIted to documents related dIrectly to the Issue It also Includes all contracts 
between all of the partIes partICIpatIng In the transactIOn be It managers, payIng agents or 
finanCIal adVIsors All of these contracts are concluded based on the results of respectIve 
negotIatIOns The Issuer wants to be sure all the problems are resolved appropnately/ 

BeSIdes Ia\V)'ers can help to prepare standards and formats for vanous types of documents 

RUSSIan legIslatIOn Issues related to the structure of the transactIOn 

The legal firm has to partICIpate In the process of preparatIOn of the Issue sInce the very 
begmnmg trymg to ehmmate all pOSSIble negative moments that mIght cause the decrease of the 
Issue pnce 

Mam problems Ia\V)'ers face m RUSSIa are pnvatIzatIon Issues For example, the company 
used to be 100% state-owned Than It was pnvatIzed and a portIon of property IS stIll owned by 
the state The questIOn then becomes how the pnvatizatIon process went on, what documents 
confirm the transfer of ownershIp nghts 
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SometImes more Important Issues have to be resolved CompetItors mIght sue and wm the 
process due to some mIstakes dunng the pnvatizatIOn 

It IS necessary to determme whether the pnvatizatIon was conducted m complIance wIth the 
RussIan legIslation and Ifnot, to resolve these problems on the Imhal stage of the preparatIOn of 
the Eurobonds Issue 

Another problem IS that many of the compames have lIcense for one kmd ofactIVltles, but 
also perfonn some other kInds they are not lIcensed for 

It IS also Important to detennme how open the company IS for mvestors, whether It presents 
reports about ItS actIVlty If not, the pnce of the Issue may be lowered 

And the last very Important Issue IS taxatIon It depends upon who actually does the Issue - a 
RUSSIan company or an off-shore SPY 

The off-shore company may be chosen for a vanety of reasons 
- mmImization of taxatIon 
- If an off-shore company IS lendmg Its funds to a RUSSIan company whIch IS a bank or a credIt 
structure, the VAT can be aVOIded 
-If the Issue IS done through an off-shore company, It does not have to be regIstered WIth the 
FCSM But If the actual Issuer IS the RUSSIan company, then such Issue shooed be regIstered 
WIth the FCSM 

Enforcement ill case of the default 

If the manager acts under the JunsdictIon of the Great Bntam, the tnaliS heard m the Great 
Bntam 

DOCUMENTATION 

The documentatIon reqUIred for a Eurobond Issuance IS extensIve and complex, ThIS 
collectIOn of documents WIll usually mclude 

1 The defimtIve bonds 

The defimtlve bond outlmes the legal and financIal terms and condItIOns of the 
borrowmg, The follOWIng terms and condItIOns are usually mcluded 

a the preamble whIch reCItes the Issuer's authonty to offer the bonds and any trust or agency 
relatIOnsmps, 

b the form, bearer or regIstered, of the bond, the denommatIOn of each bond and a statement 
regardmg tItle to the bond, 

c the status of the bond, generally unsecured, but also somehmes secured or subordmated, 

d a negatIve pledge whIch generally prohIbIts the encumbrance of assets to secure any 
comparable debt of the Issuer, unless the Identlcal secunty IS also granted equally and ratably to 
the bondholders, 

e the terms governmg the accrual and calculatIOn of mterest and the mechanICS of payment, 
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f a clause (a withholdmg tax gross-up) whIch ensures that the mvestor receIves the full amount 
that he ongmally expected, even If the government of the Issuer or of any guarantor 
subsequently enacts an addItIOnal tax, 

g the terms for redempTIon at maturIty, redemptIOn for taxaTIon reasons and someTImes 
redemptIon at the Issuer's or the holder's optIOn, 

h the govemmg law WhICh IS usually UK, and the consent to JUTIsdiCtIon of the courts of the 
country where the bonds are Issued (e g , UK) WhICh IS usually not exclUSIve, 

1 prOVISIOns whIch apply m the event of default, and 

J other terms regardmg notIce to bondholders, meetIngs of bondholders, modIficaTIon of the 
terms and condI60ns of the bond, and replacement of bonds and coupons 

2 Bonds III temporary global form 

Bonds are Issued InItIally m the form of a smgle temporary global bond because 
msufficient tIme precludes the preparatIon of bonds m defmITIVe form by the closmg date of the 
Issue and because US secunbes law often reqUIres a "Lock-up" procedure WhICh alms to 
prevent US CItIzens from purchasmg unregIstered bonds not subject to SEC, regulahon 

3 Mandate telex 

The lead manager IS authonzed to arrange the Issue on the terms surnmanzed m the 
mandate telex 

4 InVItatIOn telex 

The mVItatIOn telex mVltes co-managers to assume an underwntmg commItment and 
WIll ask them to speCIfy the number of bonds they actually Wish to sell to theIr customers 

5 Allotment telex 

The allotment telex allots bonds to each manager and gIves dIrectIOns as to the payment and 
transfer mstructIOns far the cleanng houses m connectIon With the c I osmg The allotments are 
subject to the lead manager's descnptIOn 

6 Prospectus m' placement memorandum 

If the bonds are to be lIsted on a stock exchange, the relevant authontles have to 
approve the prospectus or placement memorandum, 

7 SubscrIptIOn agreement 

In the subscnptIOn agreement the Issuer agrees to Issue and sell the bonds to mVlte 
managers, and the managers agree to purchase the bonds from the Issuer 

8 Agreement among managers 
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TIllS agreement regulates the lIabilily of the managers so that the bonds are 
underwntmg pro rata to theIr underwntmg COmmItments 

9 AudItor's report 

The audItor's report appears m the prospectus and IS normal]y a restatement of the 
audItor's report m the Issuer's most recent financIal' statements 

10 AudItor's comfort letters 

The audItor's comfort letters proVIde external venficatIOn that there h as been no matenal 
adverse change m the Issuer's financIal pOSItion smce the last audIt 

11 Agent bank agreement (floatIng rate notes only) 

ThIS agreement usually provIdes that the bank calculatmg the mterest Will undertake to act m 
accordance WIth the terms and condItIons of the notes 

12 Legal OpInIOnS 

The opImons of legal experts Will be requITed as condItIOns precedent to closmg These 
opmlons WIll certIfy, among other thmgs, that the Issuer was duly orgamzed and vahdly eXIstmg 
under appltcable law, obtamed all necessary governmentalltcenses and approvals, and obtamed 
the authonzatlOn}, of the board of dIrectors for the Issue In addItIOn, the legal opmlons must 
certIfy that a Judgment obtamed m the country whose law governs the Issuance (usually the UK) 
Will he enforceable m the relevant jUTIsdlctIOn 

13 Payment InstructIOns and receIpts 

Payment mstructlons and receIpts the actual transfer of funds 

14 FIscal agency or payIng agency agreement 

Both agreements contam the same baSIC prOVIsIOns Issuance of replacement both m the 
event of theft or lass, payments of 'pnncipal and mterest through the agents to the bondholders, 
record keepmg prOVIsIons, agent fees and expenses, and authentIcations 

15 Trust deed 

A trust deed IS only found m a mmonty of Issues where a trustee IS appomted for the 
bondholders 

MATTERS TO CONSIDER BEFORE DECIDING TO ISSUE 

1 Issuer should conduct ItS own legal and finanCIal audIt before engagmg an 
mvestment bank 

2 Issuer should ensure that Its financial records are compatIble With mternatIonal 
accountIng standards and, If It mtends to Issue m the US, With Generally Accepted 
Accountmg Pnncipies 

3 Issuer should reVIew the current ownershIp of and nghts to assets, parttcularly the 
cham of tItle to pnvatized shares 
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4 Issuer should reVlew any resmctlOns Imposed by contmumg state ownershIp or the 
reqUlrements of the company's pnvatlzatlOn plan 

5 Issuer wll1 want to tme the Issuance to mimmize any pohtical nsk 

6 Issuer W1ll want to plan the Issuance to take mto account vanous tax treatles that 
mIght affect the target mvestors 

7 From the begrnnmg of the process, Issuers should have mdependent counsel famIlIar 
wIth both RF lam and the laws of the target markets 
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1 WITHHOLDING TAX 

Eurobond tax Issues 
Robert Fort, Pnce Waterhouse 

The most Important Issue from the mvestor's standpomt IS that they expect to receIve mcome 
free of Wlthholdmg tax ThIS Inlinedlately creates a problem for a RussIan Issuer because, under 
RussIan domestIc law, Interest and dISCOuntS paId for foreIgn holders are subject to wIthholdmg 
of mcome tax at source ThIS problem IS to RusSIa but It generally reqUIres RUSSIan Issuers to set 
up an offshore specIal Purpose VehIcle ("SPV") to Issue Eurobonds from a terntory where no 
domestIc Wlthholdmg tax IS Imposed A common terntory for thIS IS the Netherlands but other 
temtones can be used mcludmg tax havens 

A secondary wIthholdmg tax Issue whIch also mfluences the structure IS the need to aVOId 
Wlthholdmg tax on the mterest payments on the upstream loan of the bond proceeds from the 
actual offshore Issuers to the RussIan parent ThIS "upstream loan" reqUIres to be made WIth the 
protectIon of a double tax treaty whIch permIts mterest to be paId free of wIthholdmg tax If not, 
the RUSSIan company Wlll have to gross up the mterest payments m order to put the SPV m a 
pOSItIOn to meet Its mterest payments to mvestors, WIth a correspondmg mcrease m the cost of 
funds 

2 INTEREST DEDUCTIBILITY 

A further area of concern for the RUSSIan company WIll be deductIbIlIty of mterest paId on the 
bonds or upstream loan, that IS the abIlIty of the RUSSIan company to ascnbe mterest costs to 
costs of productIon under RegulatIOn 552 If the RussIan company IS Itself a bank, thIS IS 
unlIkely to be a SIgnIficant concern, but, for non-banks, It IS necessary to bear m mmd that 
mterest can only be treated as tax deductIble If It IS 
a paId to a bank and 
b not lncurred lil connectIOn Wlth the acqulsltlon-of-fixed, mtangIble or other capItal assets 
In other words, the RussIan entIty must look at both the source and purpose of the loan 

So far as the source IS concerned, It IS commonly adVIsed that the upstream loan should be 
routed VIa a bank (whether In RUSSIa or outSIde) ThIS can cause dIfficulty In relatIon speCIfically 
to Dutch SPV s unless the bank IS a group company but does prOVIde the OPPOrtunIty to move the 
Issuer to a genume tax haven WIth only the mtermedlate bank then requmng to be SItuated m a 
treaty protected enVIronment 

In practIce, the "purpose" test may be more dIfficult to resolve because the nature and SIze of 
Eurobond Issues IS such that they are commonly undertaken m connectIOn WIth capItal projects 
whIch also have to be dIsclosed m a offenng document If that IS the case, It may be necessary to 
look at settIng up a group leasmg company to acqUIre fixed assets for leaSIng WIthIn the group 

3 VAT ON INTEREST 

There IS commonly concern that V AT may apply to mterest on the upstream loan from the 
foreIgn Issuer In summary thIS should not be a problem but the Issues may be slIghtly dIfferent 
dependmg on the nature of the group company to whom the funds are lent Under RUSSIan V AT 
law, the lendmg of money IS a seTVlce whIch IS subject to VAT ExemptIon IS prOVIded In 
relatIon to the lendmg of money m the context ofbankmg actIVIty, so no VAT WIll apply on the 
mterest charged on a loan from a bank OpmIOn IS dIVIded on whether VAT applIes to a loan by 
a non bank to a bank but most banks take the VIew that the receIpt of loans IS as much a part of 
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theIr ordmary bankmg busmess as the makIng of loans It may be necessary to dIStIngUlsh 
between "loans" and "deposIts" but, It IS unlIkely that VAT WIll be m pomt when there IS a bank 
mvolved m the loan Regardless of these Issues, where an upstream loan IS made by an offshore 
Issuer to a RusSIan company, we take the VIew that the place of supply rules m InstructIon 39 
treat the supply as bemg made outSIde RUSSIa so that no VAT IS due m relatIon to a loan from 
offshore, regardless of whether It IS from a bank or not 

4 ARRANGEMENT FEES 

The treatment, of, and tax Issuers and the arranger/adVIsers Areas of partIcular concern mclude 
I) whether the fees are subject to V AT or reverse charge VAT 
2) Whether any VAT wIll be recoverable for a RUSSIan payer 
3) Whether the fees are subject to RUSSIan WIthholdmg tax 

It IS unlIkely to be suffiCIent to seek to aVOId these Issues SImply by haVIng the fees deducted by 
the arranger out of the Issue proceeds The key areas whIch need to be clanfied are the preCIse 
nature of the serVIces bemg prOVIded and the Impact of the place of supply rules It may be 
partIcularly helpful to ensure that the responsIbIhty for paymg fees IS a contractual oblIgatIon of 
the actual Issuer, partIcularly If an offshore Spy IS used ThIs WIll enable many of the RUSSIan 
tax complIcatIOns ansmg from the payment of fees to be aVOIded, although such an agreement 
may be ImpractIcal partIcularly If the offshore Issuer IS only created m the later stages of the 
project 
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