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Bond Law

SLIDE 2

1. LOANS AND BONDS

General Differences (1) Transferability

(1)
(2)
(3)
(4)
(3)

(2) Character of investors
(3) Number and anonymity of investors
(4) Issue mechanics
ISSUE AND SALE FORMALITY
DOCUMENTATIOSN COMPLEXITY
TRANSFERABILITY
CREDIT CONTROL

DEFAULT AND RECOVERY



1.
(1)

(2)

(3)

(4)

(5)
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ISSUE AND SALE FORMALITY

(1) LOANS Simple

(2) BONDS Complex
DOCUMENTATION COMPLEXITY
(1) LOANS Single Agreement

(2) BONDS Multiple Documentation
TRANSFERABILITY

(1) LOANS Limited

(2) BONDS Inherently Negotiable
CREDIT CONTROL

(1) LOANS Significant

(2) BONDS Limited

DEFAULT AND RECOVERY

(1) LOANS Credit Risk

(2) BONDS Sell-onsss
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SLIDE 4
OPERATIONAL DIFFERENCES

(1) Disclosure requirements No exemption

(2) Documentation More complex

(3) Advance of funds Single advance

(4) Currency conversion Impracticable

(5) Interest Fixed of floating (notes)
(6) Repayment Limited flexibility

(7) Voluntary prepayment Excluded (selective)

(8) Margin protections No increased costs
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OPERATIONAL DIFFERENCES

(9)

(10)
(11)
(12)
(13)
(14)
(15)
(16)

Payments and Equality Coupons and no pro rata

Warranties Subscription agreement
Covenants Limited

Events of Default Less strict / grace periods
Modifications Consent unless meetings
Transfer Fully negotiable
Prescription Contractual cancellation
Governing Law Standard
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2. STRUCTURE, PARTIES AND DOCUMENTATION

1-

z-

STRUCTURE

Marketing and distribution methods:

(1) Private Placements Selective placement
(2) Preliminary Prospectus Offerings

(3) Impact Day Offerings Public advertisement
PARTIES

Bond transaction participants:

(1) Managers 3 to 12 to arrange issue

(2) Underwriters Large group underwrite

(3) Selling Group Professional dealers



Bond Law

SLIDE 7
2. STRUCTURES, PARTIES AND DOCUMENTATION

3. Documentation

(1) Prospectus of Offering Circular Issue information

(2) Subscription Agreement Managers and issuer
(3) Underwriting Agreements Managers and Unders
(4) Selling Agreements Managers/selling group
(5) Managers Agreement Lead Manager

(6) Trust Deed Trustee and Issuer

(7) Fiscal Agency Agreement Issuer and Agent

(8) Global Bond Definitive bonds



3. ISSUE PROCEDURES

Negotiation procedures

(1)
(2)
(3)
(4)
(3)
(6)
(7)
(8)
(9)
(10)

Lead Manager

‘Launch Date’
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Documentation preparation

Send invitational telexes/POC

Managers and Issuers Agree ‘coupon’ and price

Managers and Issuers Sign subscription agreement

Final Prospectus
Selling Group
Trust Deed/FA
Stock Exchange
tClosing’

Definitive bonds

Despatched

Agree amounts sell

Signed with Issuer

Listing confirmed

Deliver docs and global bond

Issued to custodian
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1.

z.

3.

4-

5.

STABILISATION Managers authorised to stabilise
LISTING Access and price but comply listing rules

NEGOTIABILITY OF BONDS Perfect title

Goodwin v Robarts (1876) 1 App Cas 476, Russian govt scrip issue negotiable
Picker v London and County Co (1887) 18 QBD 515, Prussian bonds

Edelstein v Schuler [1902] 2 KB 144, Bingham J ‘usage so often proved’ law
Bechuanaland Exploration Co v London Trading Bank [1898] 2 QB 658
London Joint Stock Bank v Simmons [1892] AC 201, Lord Macnaghten

GOVERNING LAW OF NEGOTIABILITY Chattels

Lioyds Bank v Chartered Bank of India [1929] | KB 40, CA, place of
negotiation or delivery

CLEARING SYSTEMS



(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
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Face of Bond Promise to pay bearer
Fiscal Agency Agreement Express incorporation

Form and Transfer Bearer form and pass by delivery

Covenants Rare unless trustee to monitor
Pari Passu Clause Unsecured and rank pari passu
Negative Pledge Limit to comparable securities
Information Annual accounts and listing

Interest (a) Fixed Rate Annually in arrears specified date
(b) Floating Reference agent fix rate
(c) Zero Coupon Deep Discount (30% par)

(d) Swaps Possible interest rate swap
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(9) Redemption (1) Bullet Single instalment
(2) Instalments Fixed periodic instalments
(3) Purchase Funds Purchase agent

(10) Perpetuals Only redeemable on default

(11) Voluntary Redemption Sliding premium

(12) Early Redemption Withholding tax redemption

(13) Purchase by Issuer Generally no restrictions

(14) Payments Coupons

(15) Prescription Statutory or contractual

(16) Events of Default Non-payment, non-compliance, cross-

default, insolvency, bankruptcy,
dissolution, other creditor’s processes
and possibly substantial disposals

(17) Acceleration and Enforcement Trust deed no-action

(18) Notices and Governing Law Same
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1.

2.

3.

Loans and bonds parallel origin and development at same time as
discharge same economic function - early instruments same
amount, term and approximate cost (interest rate)

More recently preference transferable debt instruments as aprt
larger ‘securitisation’ process especially where fully negotiable but
require secondary market and sufficient credit standing

Following early emergence bond format, number increasingly shorter
term instruments evolve to dominate modern capital markets

Continuing advantage syndicated term loans remain control and
flexibility which may be appropriate and indeed essential in certain
circumstances

Both forms of financing remain core instruments in current best
market practice within City of London and elsewhere.
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