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The Legal Nature and Consequences of Over-the-Counter Bond Repayment

ZHANG Le' CAI Yuxiang' XU Ziying' TU Xueping’

(1.King & Wood Mallesons, Guang zhou Office; 2.Tenpay Payment Technolog Co., Ltd)
Abstract In recent years, “over-the-counter bond repayment” has become an increasingly important debt
management tool for bond issuers. In domestic practice, “over-the-counter bond repayment” is usually accompanied
by the cancellation or withdrawal of the bond title certificate and the creation of a separate agreement between the
bond issuer and the bondholder on the return of principal and payment of interest. Some bondholders may express
concern about whether the "over-the-counter bond repayment" will cause the termination of the original bond
guarantee arrangement. Bond rights enjoyed by bondholders are a cluster of rights that combine the underlying loan
rights reflecting the legal relationship of borrowing and lending and the securities rights with mandatory supervision
characteristics and derived from laws, regulatory rules and the bond offering circular. For the purpose of protecting
the interests of bondholders, the "over-the-counter bond repayment" shall be deemed as an "alteration of obligation"
under civil law theory. Provided that the underlying loan rights remain intact, the "over-the-counter bond repayment"
agreed upon by bondholders and bond issuers shall not alter the effectiveness of the original bond guarantee
arrangement provided by the bond issuer or the bond credit enhancement institutions.
Keywords Over-The-Counter Bond Repayment, Cluster of Rights, Loan Rights, Securities Rights, Alteration of
Obligation, Renewal of Obligation
JEL Classification K22 GI8 G28
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