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DEALS

Shearson Lehman goes it alone

A clever three-part deal for the World Bank saw
the investment bank dispense with the
traditional Euromarket syndicate.

by Henny Sender

The World Bank brings

about 150 transactions to inter-
national capital markets every
year. But it was one of the final
deals of 1985 that made the
largest headlines. for both its
unigue structure and the politics
behind it.

“We wanted longer ma-
turities.”" says Kenneth Lav,
senior financial officer at the
bank. ""We said we'd give the
prize 10 whoever could meet
that need. ™" The prize proved to
be an unusual one: sole lead
managership of the offering.
And it was claimed by an un-
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raditional recipient of World
Bank largess, Shearson Leh-
man Brothers.

The deal consists of three

Shearson Lemnn’r de
St. Phalle: Eliminaling risks
through full control

Waorld En.fr’s Rotberg: rge
groups aren’t magical

it -just presents different ones.
The most critical concemn is that
the issue could prove illiquid in
the secondary markés. “*If the
market ignores the issue and
investors perceive this, the is-
sue may be penalized,'” wams
one London banker.

The extent o which the
other Euromarket houses are
participating in the secondary
market 15 the subject of some
debate. Shearson Lehman
Brothers International head
Jacques Gelardin claims six to
eight houses are making mar-
kets in the issue. but a banker
at another major house has
found only three others com-
mitted even tentatively.

Politics as well as discon-
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parts that together resemble a 30-year bond
but at much less cost to the issuer. The
creation of Shearson Lehman senior vice
president Tohn Dasher  the trapsactions
capitalize on the relative cheapness of long-
IErm Zero-Coupon instruments versus con-
ventional issues. ““The arbitrage had been
staring us in the face since zéros were cre-
ated.” savs Dasher, who fretted for two
months that the opportunity would suggest
itself to rival bankers before Shearson Leh-
man could get the nod from the bank.

Coordinated concoction

The financing is a highly coordinated
concoction including a conventional fif-
teen-vear, $200 million Eurobond coupled
with a 30-year serial zero-coupon issue that
has a redemption value of $500 million and
fiftcen pans that mature annually starting
in 2016, the vear after the Eurobond falls
due. The $540.5 million in proceeds from
the zeros go to purchase a stripped U.5.
Treasury obligation with a face amount of
3200 million. The Treasury issue matures
at the same tume as the Eurobond and will
be used to pay it off.

The arrangement results in a steady
annual flow of pavments, mimicking the
interest pavments on 4 conventional hond:
after the Eurobond matures. the World
Bank begmns fifteen vears of annual pay-
ments of about 520 milion w pay off the
Zeros, Moreover. Cthe ssue washes out

There 1 no principal pavment i the md-
i '

dle.”” points out the bank’s reasurer, Eu-
gene Rotberg. And thanks 1o the arbitrage.
the waal cost is far lower than with con-
ventional 30-vear mensy -- by seme 40
basis points over the life of the issue

Though rival investment bankers all
dutifullv applauded the structure, it was the
method of distibution that attracted the
most comment. Shearson Lehman took tull
contrel of the Eurobond offer. withowt re-
cruiting any co-managers or underwriters.
the first such solo undertaking in the Eu-
romarkers.

Sole lead managership is perhaps the
logical outgrowth of the increasing dissat-
isfaction over the way issues are tradition-
ally brought 1o market. according to the
head of svndicate at a major bank. The
World Bank's Rotberg agrees: ““There 15
nothing magical about large managing or
underwriting groups. They take the pa-
per and then sell it in the gray market
at a substantial discount from the offer
price.”

But by retaining full control, ““we
elimimate the risk that we would Face selling
pressure from co-managers,”” cxplans
Francons Jde 5t Phalle. who heads mter-
matoral cantial markere w0 Shearaon 1ok
man " They mught rosh 1o the brokers w
cetrul of therr lability. Now ifanyone does
sifer the bomds, they are creatng short pao-
sitpons. amd we can alwavs ke awas then
abhiny o gover, -

Sulls the sl s not wothowe sk

tent plaved a part in determining the dis-
tribution arrangement. Bankers say it was
simpler to give the whole issue to Shearson
Lehman than to grapple with the coimpiea
etiquette that dictates how the World
Bank s rraditional bankers participate in is
offers, For example. the World Bank usu-
ally has Deusche Bank run the books for
its Eurodollar deals, according to Lay.
Motes one banker: “"The World Bank has
to be concerned with what Deutsche Bank
thinks. After all, the D-mark market is the
one in which the World Bank is most ac-
tive. and 1t depends on Deutsche Bank for
access to it."”

Rotberg is confident that investors will
seek ns paper regardless of the departure
from the usual syndication techniques. but
whether this new wrinkle will become stan-
dard practice remains 1o be seen. For Shear-
son Lehman, there 15 some concern that in
a market where reciprocity is cntical, it will
find iself cut out of deals by rival invest-
ment banks. ““When we need the Street
distribution system. it helps that other
hanks know they are not just being asked
tor the bfd deals,” says Shearson Leh-
mian = de 51, Phalle, ““We are mindful of
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