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 Currently, bond issuing is the most common debt raising method used 
both  by corporations and sovereign borrowers. Traditionally, bonds 
have bee issued and sold through underwriting syndicates. Referring to 
bond debt,  there are several types of debt in terms of collateral 
offered: secured, senior  unsecured and subordinated. Furthermore, 
bonds can be classified as:  domestic bonds, foreign bonds, 
Eurobonds and global bonds. Usually, the participants in a bond issuing 
process are as follows: issuer, lead  manager (also called “ book runner 
”), co-managers, underwriters, selling group and investors.  Issuer is the 
entity that seeks to raise funds in the debt capital markets. Most important 
players in a bond issuing transaction  are: issuer, lead-manager and co-
manager(s).  
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TYPES OF DEBT 

Secured lenders want a security interest in specific assets as 
protection against payment default. The principal amount in secured lending 
is typically based on a percentage of the market value of the assets used as 
security – as an estimate of the forced liquidation value of the assets. 
Therefore, lenders have “ two ways out “ – they first look to the borrower’s 
cash flow to service the debt and, if the borrower cannot repay the debt, they 
have recourse to the liquidation value of the assets. The more general 
purpose the asset and the easier and quicker it can be converted to cash, the 
more lenders are willing to advance against the assets. Specific-purpose 
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machinery, real estate, or past-due receivables would be regarded as less 
desirable collateral and subject to lower advance ratios.  

An unsecured lender by definition has no specific collateral other 
than ranking pari passu with other unsecured lenders (such as trade 
creditors) with a general claim against the borrower’s unsecured assets. In 
the event of the borrower’s liquidation, an unsecured lender would rank 
junior to secured claimants but senior to subordinated debt and equity 
investors.    

Subordinated debt is sometimes also known as “ mezzanine “ debt 
and often is convertible to equity. Venture capital investors often are 
attracted to convertible subordinated debt, planning to sell shares they owns 
as a result of converting the debt to stock in an initial public offering (IPO). 
Because subordinated bond rank (in bankruptcy) between senior debt and 
equity, they must be priced to produce yields higher than senior debt but 
lower than expected returns on equity. The higher return can be achieved 
either from a simply a higher coupon or a combination of coupon and equity 
“ ,“ kicker “ (options) permitting bond investors to benefit from an increase 
in the issuer’s share price. 

A domestic bond is a bond issued by a local company in its home 
country and currency. A foreign bond is a bond issued by a foreign entity, 
but in the currency of the country where it is issued. Foreign bonds fall 
under regulations of the country where they are issued. A Eurobond is an 
international bond sold outside the regulatory authority of the country in 
which the currency of the bond is denominated. A global bond is a bond that 
is simultaneously issued in the Eurobond market and at least one domestic 
bond market.   
  
CONVENTIONS IN THE MARKET 

Bonds have been traditionally been issued and sold through 
underwriting syndicates established to facilitate the issuing, underwriting 
and distribution process. A typical bond syndicate may consist of the 
following participants:  

§ Issuer 
§ Lead Manager 
§ Co-managers 
§ Underwriters 
§ Selling group 
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§ Investors 
A “ selling group “ is used to help distribute to investors bonds of 

large or difficult deals. These firms receive a portion of the gross spread (“ 
selling concession”) but since they do not have any management 
responsibilities or underwriting liability, they do not share in management 
or underwriting fees. Because major investment banks now have large 
capital positions and significant distribution capabilities, syndicates are now 
smaller and selling groups are much less frequently used with bond issues 
than in the past. Additionally, profitability of transactions is enhanced when 
gross fees are divided among fewer participants.  

The issuer is the borrower seeking to raise funds in the debt capital 
markets. The issuer will be responsible for paying interest and repayment of 
principal on the securities. The lead manager or “ book runner “ is 
responsible for the arrangement, administration of the bond issue. The 
responsibilities of the lead manager include:  

§ Due Diligence: Insuring that the information provided appears 
accurate.  

§ Recruiting the Syndicate : The lead manager forms the 
underwriting syndicate. Typically, the issuer provides input on the selection 
of co-managers and may retain final approval of the proposed co-managers. 

§ “ Running the Book “: The lead manager coordinates and controls 
the information about prospective investor interest in the transaction, the 
amount of bonds investors are will to buy and at what price, i.e. the order 
book. The process of developing this information is referred to as “ building 
the book “.  

§ Allocating Bonds : The lead manager allocates bonds to the 
syndicate members and divides the bonds among the institutional orders in 
the “ institutional pot “. The bonds allocated to underwriters are referred to 
as “retention bonds“.  

§ Providing Market Analysis : The lead manager advises the issuer 
of current market conditions. This includes covenants, maturity and pricing 
alternatives.  

§ Negotiating Final Terms of Issue : The lead manager negotiates 
the terms and conditions of the issue between the syndicate and the issuer.  

§ Supporting the Issue: The lead manager is usually responsible for 
supporting an issue in the market for a certain period of time, up to thirty 
days, to ensure orderly distribution of the bonds to investors. If the price of 
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the bonds starts dropping, the lead manager buys bonds in the market at the 
“ syndicate bid “ price to limit the price decline. If the prices rises, the lead 
manager may sell (short) additional bonds to minimize the price rise. The 
lead manager covers his short position by buying bonds in the market or by 
exercising an option to have the issuer issue more bonds (“ Green Shoe 
option “).  

§ Drafting Documents : The lead manager develops the prospectus, 
negotiates with regulatory agencies, and drafts the necessary legal 
documents.  

§ Co – lead managers underwrite a portion of the bond issue and 
usually provide additional placement capacity, swap capacity, or other 
complementary functions to that of the lead manager. Functional duties can 
be allocated between co-lead managers and may be further separated by 
geographical coverage.  

The co-management group typically consist of additional firms 
which have no management responsibilities for the issue, but acts as 
underwriters and sellers of the issue to end investors. They earn a fee for 
underwriting to buy bonds if they cannot be sold to investors and collect a 
fee (“ selling concession “) for bonds they sell.  

Financial institutions that participate in a bond syndicate receive a 
fee or “ spread “ for their services, deducted from the proceeds of the issue 
paid to the borrower. Competition for lead and co-manager positions is 
intense and at times the fees may not cover the underwriting risks taken, 
resulting in a loss for the underwriters. The total fee or “ gross spread “ is 
divided into the (1) management fee, (2) the underwriting fee and the (3) 
selling concession. The “ re-offer spread “ is the credit premium, in basis 
points, over the current rate on a U.S. Treasury security of like maturity (or 
other benchmark security, usually governments in the applicable currency), 
which is available to an investor for a given bond issue. The “ all-in spread “ 
consists of the re-offer spread plus any fees to the underwriters, stated on an 
annualized basis.  
 

Management Fees 
The lead manager and co-managers receive a management fee for 

arranging and negotiating the bond issue with the issuer and “ running the 
books “, maintaining the “ institutional pot “ and administrating the 
syndicate. The fee is a percentage of the principal amount and is divided 
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among the lead and co-managers, typically equal to about 20 % of the gross 
spread. The lead manager is also referred to as the “ book runner “. The 
book runner monitors the flow of orders from prospective investors and 
exerts significant influence over actual allocation of bonds to syndicate 
members’ (their “ retention “) and the amount in the “ institutional pot “ 
allocated to different institutional investors. The “ institutional pot “ refers 
to the portion of an issue managed b y the lead managers on behalf of the 
participating co-managers and syndicate members to facilitate sales to 
institutional investors. Institutional investors may prefer pot bonds over 
retention bonds for several reasons. Unlike buying retention bonds, where 
the selling concessions goes to the selling institution, institutions buying 
from the pot have the ability to designate bonds to one or more managers 
with the designated firm(s) being paid the selling concessions on these 
bonds. Furthermore, the buyer of pot bonds can designate as much as 20 % 
of the order for “ soft dollar allocation “. For these reasons, the pot concept 
is very appealing to institutional investors and pot bonds are usually the first 
to be sold. The account does not typically indicate the designations at the 
time the order is placed.  

The chief benefit to being lead manager stems from the favorable 
economics of running the pot. All pot orders must come through the lead 
manager who is running the book. To increase the likelihood of receiving 
pot bonds, major institutional investor accounts tend to go directly to the 
lead to place pot orders as opposed to placing them through a co-manager. 
Additionally, the lead is able to provide superior information regarding the 
transaction as a result of his knowledge of the book. The lead manager 
usually requires a minimum designation for himself on all pot orders (i.e., “ 
no other manager can be designated more than the lead “) and typically 
enjoys a disproportionate share of the selling concession available on pot 
bonds as a result.  
 

Underwriting Fee 
The underwriting fee is split among the managers/underwriters 

based on a pro rata share of their underwriting liabilities. The split is based 
on the principal commitment of each underwriter, whether the entire amount 
underwritten results in bonds actually being allocated or not. This fee may 
also often be about 20 % of the gross spread. The bond syndicate’s expenses 
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(including fees of counsel to the underwriters) are deducted from the 
underwriting spread.  
 

Selling Concession 
The selling concession, often about 60 % of the gross spread, is the 

portion of the gross fee paid to the actual sellers of the bonds in the primary 
distribution. This includes managers, underwriters, and selling group 
members. The underwriters receive a selling concession for the bonds 
allocated by the lead manager/book-runner (“ retention bonds”). The “ re-
allowance “ is the portion of the selling concession an underwriter is 
permitted to pass on to another securities firm selling the bonds. In the 
Euro-market, there may not be a pre-set allowance.  

 
Administrative Fees 
Most administrative fees, including legal and printing fees, are paid 

by the issuer. The issuer usually caps the administrative fees it is willing to 
pay. If expenses exceeded the cap, the underwriters are billed for the excess. 
Expenses depend on the complexity, term, and size of the issue.   
 
 Final considerations:  

Raising debt in the capital markets, via bonds issuing, is the most 
common method used in the western, mature markets. For large amounts 
this method is the best alternative to the classical bilateral credit agreement 
with a financial institution (bank) or syndicated lending (with several banks 
as participants).  

In Romania, early-mid 1990s, the bonds issuing method was used 
mostly by the central government (finance ministry, central bank) and also 
some large state owned companies (sometimes also with guarantees from 
finance ministry). These bonds were sold on the international market.  

Beginning with late 1990s, the city halls became the major issuers of 
bonds, on the local market in this case. Some of the major cities have 
already issued two tranches of bonds (most of them domestic bonds – sold 
towards local investors). The average deal is in the range of EUR 20 – 50 
mln. A major deal, that could be considered a milestone in the local market, 
is the EUR 0,5 billion bonds issue (international) of Bucharest city hall 
made a few years ago. The condition to access the foreign debt capital 
markets is that the respective city hall already obtained a rating from a 
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major agency plus the value of the deal is large enough to raise the interest 
from prospective international investors.  
 In line the development of local capital markets (that need to have 
constant – good liquidity) the local companies will use more and more this 
method to raise capital for their needs (working capital and/or capex). There 
are several strong market leaders within their industry that consider further 
consolidation at regional level (CEE countries or at least Balkans area). The 
consolidation would be achieved via mergers or, more likely, through 
acquisitions.  
 It is very likely, that in case such transactions will occur, the buyers 
will prefer to finance their takeovers using debt capital markets (through 
bond issuing). These companies may consider, on short term, to finance 
their acquisition via syndicated loans (due to the speed and flexibility 
associated to this process). However, once the acquisition is completed, they 
will prefer to consolidate the debt structure by issuing bonds (and using the 
proceeds to repay the syndicated or bilateral loans from banks).    
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