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When You Hear “Debt”
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Credit cards Mortgage
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Debt market is a different ball game...

FINANCIALEDGE'
Global Debt Market (in 2022) Global Equity Market (in 2022)
Source: 2023 Global Debt Monitor, International Source: 2023 Capital Markets Fact Book, Securities Industry
Monetary Fund, September 2023 and Financial Markets Association (SIFMA), July 2023
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Debt is a Universal Tool
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Government Businesses Private Households

Build infrastructure Fund their operations

Debt is the promise to pay back borrowed money with interest
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Public vs. Private Debt —
The Two Dimensions
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Public Debt

Private Debt
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Dimension1:
Debtor related

Dimension 2:
Market related
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Public Debt Private Debt
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Debt owed by
Do S households,
national and local o
businesses and
governments N
nonprofits
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Debt instruments Debt instruments
traded in a negotiated outside
public market (for of public markets
example, bonds) (for example, loans)
\_ J \ J
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Loans vs. Bonds

FINANCIALEDGE!
Loans Bonds
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Loans

5

Loans are documented

agreements between lender
(usually banks) and borrower.

A bond is a tradeable debt
security representing an
investor's lending to a borrower.

Simpler to restructure

Low administration

N N
Ei) Securities
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Single counterparty

% Broad investor base
(' High administration and fixed
) P’ costs (many involved parties)
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Loans

5

Loans are documented

agreements between lender
(usually banks) and borrower.

Bonds

A bond is a tradeable debt
security representing an
investor's lending to a borrower.

Simpler to restructure

N N\

$ Raise large amounts of money

7

Low administration

\

Spreads risk among
many investors

\

+ ’I
‘ Single counterparty ,O'o * Harder to restructure
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Loans

5

Direct Wide-reaching

More flexible More rigid

Require a business to open
its books to the world
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Simple to manage
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Both have their place in finance and savvy companies choose the best mix for their needs
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Loan Types: Household vs.
Corporate Loans
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Loans

While all loans are documented agreements between lender and
borrower, there are many different categories to be aware of.

H
[]
Household Debt Corporate Debt

FINANCIALEDGE!
b
[
Household Debt Corporate Debt
Money borrowed by individuals. Money borrowed by businesses.
r o & N\ 'd = N\
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Consumer Loans Residential Mortgages Bilateral Loans Syndicated Loans
For example: For example: [ Single lender ] [ Multiple lenders ]
To buy a new car To buy a new home T T
1 1 1
[ Standardized terms [ Standardized terms Terms reflect individual client’s health,
project type and risks involved
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© 2024 Financial Edge Training 8



FINANCIALEDGE!

Loan Types: Revolving
Facilities vs. Closed-End Loans
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Revolving Closed-End
Facilities Loans
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Revolving
Facilities
A pool of funds you can dip into, repay and reuse as needed.

ACCESS TO FUNDS INTEREST RATE CHARGES

Line of credit readily available. Charged only on the amount used.
[ Overdraft facilities ] [ Flexible ]
[ Credit cards ] [ Cost-effective
ANCTALEDGE'

AN
&)
Revolving
Facilities

A pool of funds you can dip into, repay and reuse as needed.
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FLEXIBLE REPAYMENT STRUCTURE

Borrowers: Lenders:

[ Continuous access to funds ] D—D—D—D—D [ Engagement with clients ]
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Revolving Closed-End
Facilities Loans

FINANCIALEDGE!

PUUUUS
Closed-End
Loans

Borrow a set amount, then repay over time following a pre-agreed repayment schedule.

ACCESS TO FUNDS INTEREST RATE CHARGES

One time access. Once repaid, if you are
looking to take on new debt, you must
negotiate a new loan.

Interest is charged on the
outstanding loan amount.
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PUUUUS
Closed-End
Loans

Borrow a set amount, then repay over time following a pre-agreed repayment schedule.

;
CONTRACTUALLY AGREED REPAYMENT STRUCTURE

[ Single amount at maturity ] [ Regular equal amounts ] [ Regular unequal amounts ]
FINANCIALEDGE!

Loan Types: Secured vs.
Unsecured Loans
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Secured Loan Unsecured Loan

FINANCIALEDGE!

Collateral required

o

Secured Loan

If you can’t pay, collateral is seized.

Households: Businesses:
Mortgages Loan to buy
or car loans new machinery

Q @ Lower risk for lenders

Q Lower interest rates
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No collateral required Q

Based on your creditworthiness.

Unsecured Loan

Households: Businesses:
Credit cards, Funding research and
student loans, development, bridging

personal loans short-term cash shortfall

Higher risk for lenders m Q

Higherinterestrates 57
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Secured Loan Unsecured Loan

Lower interest Broader range of borrowers
Safer fOI’ lenders Higher interest
( )
More paperwork and . .
\ longer processing times ) Quick to obtain
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Investment Grade
vs. High Yield

FINANCIALEDGE!

Credit Rating

An assessment of the creditworthiness of a borrower in terms of their ability to repay debt.

o

Investment Grade High Yield Debt
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Investment Grade High Yield Debt
( )
Ratings from AAA to BBB- Higher risk of default
\ J . v
( B
Stable and reliable, low risk of default Offer higher yields to compensate for risk
. v
( )
Issued by established entities Ratings from BB+ and below
. v
( N
Offer lower yields due to lower risk Smaller investor pool, potentially higher returns
. v
Safer investment, with lower returns. Valuakle-additiontoa we!l-dlversmed
portfolio with higher income.
FINANCIALEDGE!
Government Bonds vs.
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Bond Categories

Who is borrowing the money?

Government

Corporate

Bonds Bonds

FINANCIALEDGE!

Government Bonds
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Issued by Considered a safe Backed by the Lower yields but
governments for haven asset or practically government's stable income
funding and credit risk-free. ability to tax and and capital
public projects. create currency. preservation.
FINANCIALEDGE!
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Corporate Bonds
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Issued by Carry credit risk - Offer higher yields Investments require
companies for the chance of not to compensate for thorough assessment
capital, refinancing, returning money. additional risk of the company's
or acquisitions. (credit spread). financial health.
FINANCIALEDGE!

The Bond Issuance Process
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Loans and Bonds

Main features, advantages and considerations

ﬂ How does a bond issue take place?

FINANCIALEDGE!

The Journey

Conception to market involves multiple stages,
each critical in ensuring the success of the bond issue.

© 00

The process refers to corporate bonds, and while the government bond issuance
process shares some of the elements it generally follows its own unique path

FINANCIALEDGE!
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Initial Consultation

A corporation decides to issue a bond for the first time.

The journey begins with the company consulting a bank to discuss its need for financing

Assess

Why they How much

Cgrr:;?\?:?zlls need to raise capital is
. ! capital? required?
situation

FINANCIALEDGE!

Rating Stage

Securing a credit rating is the next waypoint.

If the company does not have a rating, the bank advises on the most appropriate rating agencies

Involves the Prepare and
company under attend meetings
guidance of the bank with rating agencies

FINANCIALEDGE!
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Roadshow

Meet with investors in major financial hubs, presenting their case and addressing queries.

This stage is about testing the waters

Understanding Determining

Gouglng the market’s the price range
general investor tite d maturit
interest appetite for and maturity

company’s risk of the bond

FINANCIALEDGE!

Bookbuilding

The actual issuing process.

Mapping the journey

Reaches out to
potential investors
to gather orders for

the bond

Bank facilitating the
bond issuance
process (referred to
as the underwriter)

FINANCIALEDGE!
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Pricing Allocation

Setting the bond'’s interest rate. Underwriter determines which investors
will receive bonds and how many.

a A
@ ------ Currentmarketconditions | JEFEy Who has shown the
\ 4 most interest

=1 Credit rating
- - ﬁ Who is willing to pay
f . Sy the best price
------ Investor feedback
) ’ FINANCIALEDGE!
Market Launch
Official tradingof | Corporation receives
the bond begins the capital
FINANCIALEDGE!
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www.FE.training

Please do not redistribute these materials without the
express permission of Financial Edge Training.
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