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Total Bonds Outstanding (8 December 2010): RM754.45 billion
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RM billion
BNB 675.72
MGS
Gl
Long term and short term
BNNN 113.72 Government notes are the
most liquid
AAA
AA1
AA3 AAA notes are the most
liquid credit class for PDS
MTB
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o Most Liquid Tenor for
RM Billion Government Bonds

LONG TERM BONDS
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121
.
—=BPAM Ringgit Bond Index

119

=—=BPAM Ringgit Bond Index-Conventional 1 Month 0.51%
117 —BPAM Ringgit Bond Index-Islamic 3 Months 2.45%
115 6 Months 4.28%
12 Months 6.57%

113
1 Month 0.61%

109
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30%

25%

FiiX All Bond Index out KLCI
performed FBMKLCI by RM728.80b
20% . . . ’
4 times in terms of risk
c return efficiency
% 15% Year on
@ Year Volatility
Returns
10%
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SUPPLY ISSUE FOR BONDS
o« 2009 marks the beginning of a dry spell for

issuance as less PDS enters the pipeline given
the prevailing economic condition.

« However, 2010 shows a better economic
sentiment and PDS issuance picks up with the

increase issuance of Financial related bonds.
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RMbillion v 2010 — Trading volume is higher compared to 2009 despite rising
interest rate levels in the year
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RM billion v' Appreciating Ringgit
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BULLISH DEMAND DESPITE INTEREST RATE CHANGES

o |ssuance dry spell 2009 has led shortage in
supply for good grade notes in 2010.

» Government issuance tapered down in 2010 and

increases in OPR indicates better than expected
economic sentiment . -
2 N
* Increased participation of foreign players and the A o
o
appreciating Ringgit has led to higher trading N )
: ©
volume in 2010. 3

 The credit market is bullish despite a hawkish

interest rate environment.
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“The 2007 financial crisis has made clear to firms the importance of fully
understanding the ramifications of the pricing and valuation function”

NAV Volatility Return
Calculations Analysis Analysis
Portfolio :
. Accounting &
Value at Risk Maréagement & Compliance Valuation, Price
trategy Discovery and
Visibility
Performance Trading New Product
Appraisal Strategy Development
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“Even in certain advanced bond market, illiquidity still remains a problem.
The need for valuation is further amplified to assist risk management”

MALAYSIAN MARKET US MARKET
RM Billion US Billion
400 20.0% 40,000 3.00%
15.32%
0 i 2.35% 2.46% 2.44%
11.97% 15.0% 30,000 )
200 10.0% 20,000 2.00%
5.0% 10,000
o N mmm B == 0.0% 0 1.00%
Q32009 Q42009 Q12010 Q22010 Q32009 Q4 2009 Q1 2010 Q2 2010
mm= Trade Volume Amount Oustanding = Trade Volume Amount Oustanding
=t=Turnover Ratio =a-Turnover Ratio

Source: Federal Reserve Bank of NY
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e “The traditional
portfolio previously
comprised of

traditional, straight
forward instruments

HIGH

Equity

Private Debts

RISK

Equity
Based

Benchmark Bonds

Short Term interest rates / money market

LOW RETURNS HIGH

Debt
Based

LOW

©Copyright BOND PRICING AGENCY MALAYSIA SDN.BHD



Solving the Valuation Dilemma CGBPA

BOND PRICING AGENCY MALAYSIA

L Equity
Securitized Assets Derivatives “In today competitive
G Commodiies market, financial
T institutions face the
increasing challenge
Debt Derivatives cre g : g
ke of managing risks as
und-linke . .
| products their portfolio l:,),ecomes
Equity ——— more complex
: O
N
o
Benchmark ____ Foreign
Bonds Exchange Equity
Based
Exotic Instruments
Short Term interest Debt
% rates / money market Based
-l

LOW RETURNS HIGH
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DECISION

e Proactive
e VValue to firm
e Market relevant

Mitigation

» Models provides risk
assessment

Risk Metrics - Mitigation strategy —

hedging? Limit lost?

» Model selection — VaR, Volatility
e Data usage— fairness, avoid GIGO
e Avoid mispricing of risk

» Market Relevant, Proven Methodology,
Independent Provider

©Copyright BOND PRICING AGENCY MALAYSIA SDN.BHD



Solving the Valuation Dilemma CGBPA

BOND PRICING AGENCY MALAYSIA

“In advanced markets, the challenge for valuation is the provision of quick
response and delivery time as well as asset type or instruments coverage”

Markit Broad
FinCad Instrument
Coverage
ge!
o SunGard
q>J Reech
(@) S
© Pricing Partners
*2 Plain Vanilla ‘ ‘SciComp
v instruments
§ only Niche providers
= Unrisk ‘ - but has
E Quantif sophisticated

includes ‘ technology
CP BPAM

Advanced Technology

Source:; Celent
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RISK AND VALUATION

 Firms that are incapable of attaining unbiased,
transparent and independent valuation of their
portfolios would consequently face problems in

managing risk and effectively the whole business.

 Risk, Return and Valuation are interrelated.
Valuation provides a holistic solution to counter
the risk challenges of dealing with illiquidity and
increasing complexity of the market. In addition, it

promotes better capital return efficiency.
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THANK YOU

No 17-8 & 19-8 , The Boulevard, Mid Valley City, Lingkaran Syed Putra, 59200 Kuala Lumpur, Malaysia
Tel: +603 2772 0889 Fax: +603 2772 0808 Email : enquiries@bpam.com.my
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