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Abstract
The Eurobond market is one of the main sources of raising international finance for leading Russian corporations
and financial institutions. | presented the general description of the structural parameters of Eurobonds, as
well as the main phases of the issuing process. The focus of this article is on the documentation aspects of
the Eurobond market, since preparing the legal documents is one of the key goals of the transaction execution
process. An overview of the primary Eurobond documents is provided, including the Prospectus, the Mandate &
Engagement Letters, the Trust Deed, the Issuing & Paying Agency Agreement, the Deed of Covenant. The roles
and functions of the involved parties (Issuer, Arranger, Dealers, Legal Counsels) and the documentation process of
Eurobonds which | described in detail. Also, | presented a comparison of issuing Eurobonds utilising stand-alone
documentation or Euro Medium Term Note Programme. The purpose of setting up a programme is to enable
Eurobonds to be issued quickly and efficiently and, by using one set of documentation, to reduce the amount of

paperwork and management time for the Issuer.
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Introduction

The Eurobond market is one of the main sources
of raising international finance for the devel-
opment of the Russian economy [1-2]. Leading
Russian corporations and financial institutions
issue Eurobonds to fund capital expenditure,
mergers & acquisitions, general corporate pur-
poses [3]. This article focuses on the documenta-
tion aspects of the Eurobond market. Preparing
the legal documents is one of the key goals of
the transaction execution process [4-5]. Sec-
tion 1 provides the general description of the
structural parameters of Eurobonds, as well as
the main phases of the issuing process. In sec-
tion 2, I presented the comparison of issuing
Eurobonds utilising stand-alone documenta-
tion or Euro Medium Term Note (EMTN) Pro-
gramme. Section 3 is dedicated to an overview
of the major documents of Eurobonds, includ-
ing the Prospectus. In section 4, I described the
roles and functions of the involved parties (Is-
suer, Arranger, Dealers, Legal Counsels) and the
documentation process of Eurobonds.
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1. Issuing Eurobonds

Eurobonds are issued in the international debt
capital markets. They are usually issued in one
of the major foreign currencies, including USD,
EUR, Swiss Francs, British Pounds. The size of the
Eurobond issue ranges from USD 200 mln up to
USD 1,0 bln, with the so-called benchmark size
being USD 500 min. In terms of maturities, the
most common tenors accepted by Investors are
from 3 to 7 years, with five years being the mar-
ket standard. An essential structural element is
the covenants, that can include limitation on in-
debtedness, asset sales, liens, dividend payments,
negative pledge, cross-default, change of control.

Russian corporations and financial institutions
issue Eurobonds in the form of Loan Participation
Notes (“LPN”) scheme. The LPN structure is, in es-
sence, an issue of debt securities by an SPV affiliate
of a Russian onshore entity which funds a loan by the
SPV to the Russian onshore entity, with this loan be-
ing secured for the benefit of the Investors. There are
two main forms of Eurobonds by Russian issuers (i)
“RegS” only — used explicitly for off-shore offerings,
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i.e. Eurodollar issues. Those notes are not sellable to
US-based Investors and therefore provide issuers with
more limited liquidity; (if) “RegS /144A” — this is the
common method of selling Eurobonds in the US to
Qualified Institutional Buyers (without registration
with the Securities and Exchange Commission). It
also allows for accessing a larger number of Investors.

The process for placing the Eurobonds is a rather
complex one. It involves a number of participants
(the Issuer, the Arranger, the Dealers, the Legal
Counsels) and phases of the execution timeline:
(i) structuring the Eurobonds issue (including cur-
rency, the amount, and tenor); (ii) appointing the
transaction parties (including the investment banks
and the legal firms); (iii) going through the ratings
advisory (the process for the Issuer to receive new
ratings from the international rating agencies and/
or to confirm the current ratings); (iv) preparing
the legal documentation (the subject of the fol-
lowing three sections of this article); (v) running
the marketing and syndication process (including
the roadshow for Investors in major international
financial centres); (vi) placing the Eurobonds and
the start of trading in the secondary market.

2. Comparison of Stand-alone
Documentation and an EMTN
Programme
Eurobonds can be placed under either stand-alone
documentation or an EMTN programme. For a
single transaction, the optimal approach is the
stand-alone prospectus. An EMTN programme is a
framework of documentation under which a variety
of instruments can be successively issued on the
general terms agreed and set out in the programme.
The precise terms (particularly pricing) related to
any issue of securities under the programme will
be agreed at the time of the particular issue. Such a
programme has more complex documentation and
is more time consuming (due to the requirements
of its establishment, management involvement,
and compliance). However, it allows for minimis-
ing the total costs of executing deals under such a

programme.

From the perspective of information disclosure,
Investors are generally indifferent regarding the
format chosen for the issuance. An EMTN pro-
gramme allows for issuing Eurobonds seizing
upon current investor preferences (“issue into
demand”), while a stand-alone Eurobonds issue
targets to interest investors (“to seek demand to

issue”). Therefore, an EMTN programme should
only be considered by Issuers with significant
placement volumes that are sufficiently large to
outweigh the inherent costs.

The principal difference between stand-alone
documentation and an EMTN programme is in the
offering mechanism: it is “one-off” transaction in
the first case and a flow of transactions that can be
made “from time to time” in the second case. The
purpose of setting up a programme is to enable
Eurobonds to be issued quickly and efficiently
and, by using one set of documentation, to reduce
the amount of paperwork and management time
for the Issuer.

An overview of the advantages and disadvan-
tages of stand-alone documentation and EMTN
programme I present in Table 1.

3. Overview of Eurobonds Documentation
The most important document of the Eurobond
issuance process is the Prospectus. The Prospec-
tus sets out general documentation standards and
terms and conditions. It also ensures that inter-
ested parties, including Investors, have access to
the information. Most of the Prospectus is pre-
pared by the Dealers’ Legal Counsel and reviewed
by the Issuer’s Legal Counsel. The description of
the Issuer inserted in the Prospectus is prepared
by the Issuer and the Issuer’s legal counsel.

The Prospectus must contain the following in-
formation:

* Risk factors: relating to the Issuer’s ability to
fulfil its obligations under the Eurobonds, as well
as material factors necessary for the assessment
of all other risks associated with the Eurobonds.

» Financial information: covering at least two
financial years (together with audit reports). The
financial information should be prepared follow-
ing IFRS or an equivalent standard.

« Interim financial statements: required if the
prospectus is dated more than nine months after
the end of the last audited financial year.

* Recent events: occurrences which are mate-
rial in the appraisal of the Issuer’s solvency.

» Description of the Issuer and the Issuer’s
Group: comprehensive business overview, share
capital, arrangements that might later result in a
change of control.

» Material contracts: summary of all material
contracts entered into by the Issuer in the ordi-
nary course of business.
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Table 1
Stand-alone documentation vs EMTN programme

Stand-alone documentation

EMTN programme

Advantages

e More appropriate for infrequent Issuers and/or
Issuers that have urgent financing requirements.

e May be arranged with very insignificant lead time.
e Has lower cost for infrequent issuers.

¢ No on-going effort or disclosure required.

¢ No need to go through the more extensive EMTN
documentation process.

e Usually set up by more frequent Issuers to have

a cost-efficient documentation framework in place.
 Increased flexibility by enabling financing over
some time in any currency, tenor, and amount.

» Reduction of borrowing costs by enabling quick
response to opportunities.

¢ Diversification of funding sources in the markets.
e Lower issuance costs over time.

Disadvantages

e Changes relating to Issuer disclosure may require
adjustments to documentation (for example, for
supplementing the Prospectus).

¢ Reduced flexibility may lead to losing market
opportunities.

¢ Higher initial costs of issuance.
¢ Longer timeframe for setting-up an EMTN
programme.

Source: The author.

* Details of management: information covering
the administrative and supervisory bodies of the
Issuer.

 Conflicts of interest: between the Issuer and
the interests of the management of the Issuer.

* Credit ratings: details of the credit ratings of
the Issuer from the international rating agencies.

The key agreements required for the issuance
of Eurobonds I reviewed in Table 2.

In addition to the Prospectus and the agree-
ments described in the above table, the following
documents are also required for the issuance of
Eurobonds:

« Issuer corporate documents, consents and au-
thorisations: articles of Association of the Issuer,
the Certificate of Incumbency, all relevant Issuer’s
resolutions and/or authorisations.

* Legal opinions: opinion of the Issuer’s Legal
Counsel regarding the Issuer’s organisation, ex-
ecution of documents, enforceability; opinion of
the Dealers’ legal counsel regarding the establish-
ment and structure of the documentation.

» Comfort letters: the first comfort letter pro-
vided on the date of the EMTN programme sign-
ing and two additional comfort letters (the sec-
ond — dated at the signing date of an issue; the
third — dated at the settlement date of the issue).

Other documents that are required include the
Signing Agenda (details the timing and procedure to
be followed and documents to be delivered for the
establishment of the Programme); Operating and

64

Procedures Memorandum (sets out the operating
and settlement procedures of transactions according
to the EMTN programme); Due Diligence question-
naire (prepared by the Arranger and relating to Is-
suer’s financial condition, business prospects and

all information material to the Investors); Listing
Application (prepared by the Listing Agent to be

filed with the respective Listing Authority); letters

from the rating agencies (confirming the ratings);

regulatory notifications.

4. The Involved Parties and the Documentation
Process of Eurobonds

Preparation of the documents is one of the key
phases of the Eurobonds transaction process. It
involves a significant amount of parties and takes
place from the beginning to the end of the entire
deal timeline.

The overview of the roles and functions of the
parties to the documentation process I present
below:

e Issuer: appoints all the parties of the Eu-
robonds transaction process; participates in the
Due Diligence; obtains all of the required consents
and authorisations; reviews the Issuer description
in the Prospectus; reviews all the documents.

» Arranger: investment banks that are man-
dated by Issuer to manage the documentation
process.

e Dealers: investment banks that are actively
involved in marketing and placing the Eurobonds
with investors.
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Table 2

The main documents of Eurobonds

Document Description Parties
Mandate & Agreements to arrange the documentation. Include the terms & Issuer and
Engagement Letters conditions and the rights and obligations of both parties. Arranger

EMTN Programme

Agreement

Subscription
Agreement

Trust Deed

Issuing & Paying

Agency Agreement

Deed of Covenant

Legal agreement concerning the establishment and maintenance
of an EMTN programme.

The document setting out the terms upon which the Issuer
agrees to issue, and the Dealers agrees to purchase, the
Eurobonds.

Document covering the responsibilities of the Trustee, whereby
it agrees to act as a representative of the Investors.

This Agreement details the mechanics of the issuance of and
payments under the Eurobonds. It describes the responsibilities
of the Issuer and the Paying Agents.

Agreement by which the Investors, if a Eurobond becomes void,
have direct rights against the Issuer as if they were holding
Eurobonds in definitive form.

Issuer, Arranger,
Dealers

Issuer and Dealers

Issuer and Trustee

Issuer and Paying
Agent

Issuer and
Investors

Source: The author.

Table 3

The documentation process for Eurobonds

Timing

Events and participating parties

Week 1

Week 2

Week 3

Week 4

Week 5

Week 6

Week 7

Week 8

Selection and appointment by the Issuer of Arranger, Legal Counsels, Fiscal & Paying

Agent, Listing Agent, Trustee.
Start of drafting work on Mandate & Engagement Letters.

Agreement by the parties and subsequent signing of the Mandate & Engagement

Letters.

Start of work on the Prospectus: preparation of the issuer description.

Continuation of work on the Prospectus: preparation of terms & conditions.
Start of work on other documents (EMTN Programme Agreement, Trust Deed, Issuing

& Paying Agency Agreement, Deed of Covenant).

Start of work on the Comfort Letter by the Auditor.

Continuation of work on the Prospectus: Due Diligence questionnaire.

Listing on the stock exchange via the Listing Agent.

Continuation of work on the Prospectus: incorporation of Due Diligence results.

Start of work on the Legal Opinions by the Legal Counsels.

Continuation of work on the Prospectus: a collection of comments from all involved

parties.

Start of work on the Rating Letter by the Rating Agencies.

Continuation of work on the Prospectus: putting the document into substantially final

form.

Finalisation of work on all the documents, including the Legal Opinions, Comfort

Letter, Rating Letter.
Finalisation of the Prospectus.

Source: The author.
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o Issuer’s Legal Counsel: a reputable interna-
tional legal firm that assists the Issuer in the ne-
gotiation of the Prospectus, drafts the Issuer de-
scription in the Prospectus, prepares the required
legal opinions.

 Dealers’ Legal Counsel: a reputable interna-
tional legal firm that drafts the Prospectus (ex-
cept the Issuer description), prepares the EMTN
Programme Agreement, Issuing & Paying Agency
Agreement, Deed of Covenant, Signing Agenda,
Operating and Procedures Memorandum.

» Paying Agent: responsible for the payments
related to the Eurobonds and administration of
the Eurobonds during their tenor.

» Listing Agent: mandated by Issuer to arrange the
listing process and to liaise with the Stock Exchange.

o Competent Authority/Stock Exchange: pro-
vides approval of the EMTN programme and ena-
bles listing of the Eurobonds.

* Auditor: provides the comfort letter certify-
ing that the financial information of the Issuer

provided in the Prospectus is true and fair in all
material aspects.
* Rating Agencies: EMTN programme may be
rated to help achieve credit comfort for Investors.
The schedule of the Eurobonds documentation
process every week I provide in Table 3.

Conclusion

In this article, I considered the documentation
aspects of the Eurobond market. An overview
of the main Eurobond documents has been pro-
vided, including the Prospectus, the Mandate &
Engagement Letters, the Trust Deed, the Issuing
& Paying Agency Agreement, the Deed of Cov-
enant. I described in detail the roles and func-
tions of the involved parties (Issuer, Arranger,
Dealers, Legal Counsels) and the documentation
process of Eurobonds. We have also provided an
overview of the comparison of issuing Eurobonds
utilising stand-alone documentation or EMTN
Programme.
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AHHOmayus. PeIHOK €Bp0o06AUraLLMiA SBNSETCS OAHWUM U3 OCHOBHbIX MCTOYHUKOB MPUBIEYEHUS MEXAYHAPOLHOIO
(DVHAHCMPOBAHUSA BeOyLWMMM POCCUINCKMMU KOPNOPaLMAMU U DUHAHCOBLIMU MHCTUTYTaMu. B cTaTbe npuBeneHo
obLee onMcaHue CTPYKTYPHbIX MapaMeTPOB eBPO0bAMraLLMii, @ TakKe OCHOBHBIX 3TANOB MPOLECca pa3MeLLeHus
6yMmar. [naBHoM TeMoW paboTbl ABNAKOTCS LOKYMEHTALLMOHHbIE aCMeKTbl pbiHKA EBPO0BAMIALIMIA, TaK KakK MOLrOTOBKA
FOPUOMYECKOM LOKYMEHTALLMM SBNSETCS OLHOW M3 OCHOBHbIX Liefier TPaH3aKLMOHHOrO npouecca. B ctatbe npuBoamutca

0630p OCHOBHbIX [JOKYMEHTOB €BPO0BIMIaLMiA, BKIKOYAs MPOCMEKT LieHHbIX ByMar, MaHAATHbIe NMMCbMA, TPACTOBbIV
[lOroBOp, COrNalleHne ¢ NAaTEeXHbIM areHToM. PaccMaTpuBatoTcs ponm u QyHKLMKM OCHOBHbIX Y4aCTHUKOB MpoLecca no
MOLrOTOBKE [OKYMEHTALMM (IMUTEHT, OPraHU3aTop, AUNEpbl, OPUANYECKMUI KOHCYIBTAHT), @ TaKXKe OCHOBHbIE 3Tarbl
[aHHoro npouecca. [puBoanTCS CpaBHEHUE pasMeLleHns eBpooBIMraLmia, UCMOb3YS AOKYMEHTALMIO ANS OGHOTO
BbINycka unu nporpammy Euro Medium Term Note. Lienbto nogo6Hol nporpammbl gBnseTcs 6onee onepaTmBHbINA

1 3 PEeKTMBHbIN MPOLLECC pa3MeLLeHNsS eBpO0BAMIraLMii C TOUKM 3peHMs TPeOOBaHMI K LOKYMEHTALMK U BOB/IEYEHNS

TOM-MeHemKepoB 3MUTEHTa.

Kntoyesble cosa: eBpoobaMraLmm; pbiHKM AOTOBOrO Kanutana; AoKYMEHTALLMS; MPOCMEKT LEHHbIX ByMar; ounepbl;
OpPUAMYECKME KOHCYBTaHTbI; MHBECTULIMOHHO-6aHKOBCKME YCITYTU; MPUBAEYEHUE KOPNOPAaTMBHOIO GUHAHCMPOBaHUS
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