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AGENDA

« Common Misconceptions about Bond
Investments

e Bond Fundamentals, Curve Movements
e Structured Products
 Primary Issuance Process
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Common Misconceptions about
Bond Investments

VACIHK

[ PR L_




COMMON MISCONCEPTIONS ABOUT
BOND INVESTMENTS - Coupons & Yield

 HK Link 2007 « HKMC 2007

e 3 years (7/5/04-7/5/07) o 3 years (9/7/04-9/7/07)
e Coupon: 2.75% e Coupon: 2.50%

e Yield: EFN + 0.45% * Yield =EFN + 0.12%
* Price: 98.87 * Price: 7?77
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COMMON MISCONCEPTIONS ABOUT
BOND INVESTMENTS - Coupons & Yield

HKMC 2007

3 years (9/7/04-9/7/07)
Coupon: 2.50%
Yield = EFN + 0.12%

Price: ??7?

« HK Link 2007
o 3 years (7/5/04-7/5/07)
ETIE HK - BENCHMARK
Issue/Issuer  Coupon Naturity Latest Yiel
I EF BILLS 02JUNO4 99.988 A 99.989 0.70
I EF BILLS 30JUNO4 B+ 99.991 A 99.995 0.10
31 EF BILLS 18AUGO4 B+ 99.920 A 99.932 (.35
ol EF BILLS 10N0V04 B+ 99.6%9 A 99.722 (.66
9 EF BILLS 14FEBOS B+ 99.299 A 99.334 (.98
1Y EF BILLS 04NAY0S Bv 98.842 A 98.888 1.250 T.Z00
[2Y EF NOTES 1.760 15MAY06 B 99.190 A 99.260
3Y EF NOTES 4.760 18JUNO7 B+ 105.200 A 105.3302 2.985 2.941 |>
4Y EF NOTES 2,980 17HARO8 B 98.600 A 98.780 5 ;
oY EF NOTES 2,520 24NAR09 B 94.350 A 94.580 3.847 3.792
7Y EF NOTES 3.270 25FEBI1 B 93,860
10Y EF NOTES 4.320 020EC13 Bt 97.050
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Hong Kong Link 2004 Limit 2,75% 7May2007 HKD NR (5&P) Bond Calc

Basics and Calcs | RICs and Quotes | MD |v| MIDMM97.84 WINGLUNGHK  Yield | Price | Spread | Forhistor
CO M M O N Price: and Vield Display precision ML i ARCRREEELEES
B O N D I N\Ticker HKLINK Settlement mm/dd/yy 1JUND4 SRR ARLCCTT LS EL SR REEPRPES
Domicile Hong Kong Accrued / Days Acc. : 25 : e
Maturity — 7-May-07 Price / Gross 100.000 100.190
Redemption  Bullet e O (oo
Yield / Price 2,118 100.000 S TR AR,
" Coupon Rate 2.750 S SERELELEEPRETUTEEPPEEERED
« HK Link ™" S
Frequency  Quarterly Duration / Modified Dur 2.823 2,147 A BRI
o 3 Next Coupon  9-Aug-04 PYBP / Convesity 2.752 10,409 | N
yearS (Euupun type Fized Tucreateaticketfurthisbundclick-::_%ﬂj ...........................
Nomnal | 1OM] /|
e Cou PON :paycount  Actual/365 Principal 1000000000
Calculation  Yield to Maturity Accrued 18,990.43
L4 Y|e|d EFDbIecIickuntheMatrixtl:lchangerelatedinstruments Total 10,018,990.43
) REUtEI'SBMH all Govys } Yigld Curve ]
e Price: 9& Name | Matuity |Coupon| Close | Bid Price | Ak Prce [Bid i) Asi—] MID CO 405,265 DBSHK BK LTD
HKIWT=RR | 1w EFBILLS  02JUND4 seg90 996 w0980 0ot nsso | Benchmark | Bl HNGKNG 4.76% 183un2007 HKD A
- TOdaY HETMT=RR | IMEFBILLS  30JUNO4 99950 99991 99945 0100 0.050 W 2,963 To sy
Price: HKIMT=RR [3MEFBILLS 1840604 9926 98920 /39932 0350 0300 ‘ﬂﬂﬂdr ~18.6 bp P asset o
) ' HKEMT=RR |GMEFEBILLS  1ONOVD4 99700 99699/ 99722 0860 0610
Ield . — | News ] Fufres ]
y . HKOMT=RR [9MEFBILLS  14FEBOS 99315 89299\ 99334 0980 0930 :
— \ Ton Fixed Income | v | ’_
HKITT=RR | 1YEFBILLS D4MAYOS ESH BB SR8 1280 1m0 |

HK2YT=RE |2V EFNOTES 1SMAYOE  176% 990900 99140 99.25&1 g3 11:50 25MayD4\RTRE-*TOP NEWS* World Politics an

—— 11:07 25MayD4 RTRS-*TOP NEWS* Fixed Income
—< EHKS‘I‘HR IEFNDTES 1GIUNDT  476% 105200 105200 10532965 2341 ) “go.p omnavns RRS-TOP NEWS* Front Page
F [ ZHKMT=RR [4VEFNOTES 17MARDS © 208% 98550 93E0D 98780 3397 3a4s  DTOMZaMay0d RTRS-*TOP NEWS® Emerging Markets

v| 18:00 24Mayl4 RTR3-Reuters World News Highlight
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COMMON MISCONCEPTIONS ABOUT
BOND INVESTMENTS - Coupons & Yield

i Quote Browser: Item Address: QASIASPREADS

Q search 111 = asisprEaDs ~ (S|« AR @B 03[ B 4 [0 #
oo 00 25MAY O ASTAN UsD CREDIT SFPREADS SPO104Y ASTASFREADS
= 10 YEAR 4,75 1%-May-14 100,06 100,13 4,742 4,734
=PREADS RATIMNGS
COUPOMN  MATURITY BID OFFER BID OFFER  S&F MO
CHIMA g, 80 23-May-11 10%,. 62 104,52 29 35 EEE+ Az
EOWLOON CANTOM 5,00 15-Mar-10 114,32 114,59 37 a3 A+ Al
MAS TRAMNSIT RLWY 7,50 B-Mow-10 112,85 112,14 29 25 A+ Al
HUTCHISOM CORP 7,00 16-Feb-11 104,38 104,77 145 13249 B - AZ
PCC-HET F 1%-Mow-11 111.45% 111,80 109 105 EBB Baal
KOREA DEY BE =, 50 13-Mow-12 98,159 98, 45 103 100 B - Az
MALAYSTA 7,50 1%-Jul-11 111.57¥ 111.89 I T3 B - Baal
TEMAGA MAS BHD 7,63 1-Apr-11 118.%6 1139 %1 -24 -4 EBE Baal
FETROMNAS 7,00 22-May-12 108,16 108,49 a7 93 B - Baal
PHILIFPIMES: 9,38 18-Jan-17 100,25 101,50 &0 444 EB Baz
PHILIPPIMES 9,875 16-Mar-10 105%, 50 106,00 240 280 EB BaZ
DB= BAMNE 7125 1%-May-11 10%, 70 110,00 B4 55 B - A3
SIMGAPORE TELE 5,375 1-Dec-11 105,47 105,73 74 L A+ Al
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BOND FUNDAMENTALS,
CURVE MOVEMENTS
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Types of “bonds”

 Fixed vs. floating vs. 0%

« CDs, CP (commercial papers), bills, notes, bonds
« Callable, extendible, puttable

e Senior vs. subordinated

e Secured vs. unsecured

« Dated vs. undated (perpetual)

 Rated vs. unrated
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Price of a bond

e Sum of Present Value of future cash flows

e Cash flows are discounted to today’s value using
respective interest rates
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Different benchmark interest rates

e Fed Funds : o/n

e LIBOR : 1-12mths London interbank offered rates
(LIBOR=)

e HIBOR : 1-12mths HK interbank offered rates
(HIBOR=)

e Swap : 1-30 yrs (ISDAFIX1)
e US Treasury : 2-30 yr (F10, USBMK=)
« EFB/EFN :1-10 yr (F10, HKBMK=)
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Different types of curve movements
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US Treasury Curves 4/1/04 vs 5/27/04
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HK EFN Curves 4/1/04 vs 5/27/04

YIELD CHANGES FOR Page 142
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Spreads

o Credit spreads (Reuters : bondspreads)
e Risk Premium

VACIHK

A FE N S N o R I

T _JE—




Example 1. Hutchison 7.45% 11/2033 spread / UST

Historical Data: Daily 11/2002003 to 52002004
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Example 2. MTRC 4.75% 1/2014 spread / UST

Historical Spread GENERIC 10Y N/B vs HIRC 4 % 01/21/14
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Structured Products
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Structured Products
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Structured Products
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Structured Products

f?ﬁ?j oo pr - 5’?’[‘1‘? PR R Ff[!
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3 THE R ﬁ%%%ﬁ%-ﬁﬁnﬁﬁﬁwW?

’\E:l Er'r%[Pl[El t[ r—f‘}‘F[—LEI—J T E%'II:HIIE?JJ ?{KA:‘H@LF %[Pl
l%n [\1‘? H % <7 Y

I H R TR AR
EIEHIE%FI :j;IE:]%f . ?& ﬁ ﬁ
et g

{/D%\l '+ Iﬁ”ﬁ jﬁ J%”}[J_I\:L ’ '3&[?}1?7{‘_‘—1—‘ jﬁ,ﬁiﬂﬁﬁ[lﬂ&
Fo R R | R P (R

M’.IIIK

WRBA G AREREBAG

T




Structured Products

5V AT - A R )

1 B RS IR I[RV Y ?EAIEEI[IFN[’??%} (Step-up Callable Bond)
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Structured Products

s BT — R IR
2. L EIHENS Fl@ié‘} (leed to-Floating Bond)
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Structured Products

s FERWSTAT - A PERARY A

3. & IE'Tf'*é‘%'j-?} (Dual-currency Bond)
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Structured Products
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lE“fﬁﬂ,fé‘j (Dual-currency Bond)
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Structured Products

S IOTEIT - AR PR
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Structured Products

5 FBRY5 AT - SRR AR i
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Structured Products
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5. %2 (2 EHHEPYE S (Credit-linked Notes)
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Structured Products

SHHERETAT - R MERTY
5. tﬁm E\ﬁff%aﬁfﬁi (Credit-linked Notes)
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Primary Issuance Process
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PRIMARY ISSUANCE PROCESS

Functional Flowchart

Regulators, Exchanges, Clearing Systems, Counsels, Agents

The Intermediar
Documen.t Sl Settlement Trading
' Execution l i
Issuer Origination ' Syndicate l Sales Investors
Credit Control Credit T

Compliance
P Research

Rating
Agencies
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Issuers

What do Issuers Want?

« Funding

o Competitive Cost

e |ssue Size, Tenor, and Structure
« Diversifying Investor Base

e “Soft” Considerations
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Intermediary

Types of Intermediaries

 Lead managers vs participants
— Syndication vs private placement

 |nvestment banks vs commercial banks
— Underwriting/Distributing vs “booking”

e Global players vs Regional players vs Domestic
players

* Retail bond market players
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Intermediary

Roles of the Intermediary

Y AT fMEEA G

Advises on structure, regulations, timing and pricing
Underwrites and distributes

Balances interests between Issuers and Investors
Secondary market making and liquidity

Credit and economic research

Hedging, credit-linked products

Publicity

Market development e.g. Bond indices and E-platforms

VACIHK
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Intermediary

Risks

« Underwriting and reputational risk
e Credit and interest rate risk

e Trading and mark-to-market
Rewards

« Underwriting and Selling fees

e Swaps and other income

e Advisory fees

e League tables and industry awards
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Investors

Institutional investors

Banks

Insurance Companies
Provident Funds
Corporations

Fund Managers
Private Banking

EMA GEEIEEY

Retail investors

Individuals
Private Banking
Corporations
\ACIHK
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Investors

Investment Considerations

« Coupon

e Yield to maturity

 Types of issuer

e Credit rating

 Issue size

e Secondary Market Liquidity
e Tenor

« Portfolio concentration

VACIHK
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Investors

Investment Considerations

Equity

Upside potential

Earnings and earnings per share
growth

Efforts to enhance equity value
Return on equity
Price/earnings ratio

Market share enhancement

Acquisitions

Bond

Downside risk
Return on total capital employed
Cash flow coverage/adequacy

Quiality of earnings, cash flow and
capitalization

Conservative financial policies
Appropriate competitive position

Financially responsible growth
plans/flexibility

EMA GEEIEEY
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The New Issue Process

Participants

 Lead managers
 Co-lead managers

« Co-managers

* Underwriter
 Bookrunner

« Arranger / Co-ordinator
* Placing Banks

EMA GEEIEEY

Legal Counsels
Auditors/Accountants

Rating Agencies

Trustee

Fiscal agent

Paying agent / Reference Agent
Transaction Administrator

VACIHK
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The New Issue Process

* Fee structures

« Syndication (Pot vs Retention)

» Distribution (Public offer vs private placement)

* Underwriting (Book-building vs “hard” underwriting)
e Trading

o Settlement and Clearing

 Documentation and Listing
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New Issue Terms

e Issuer / Guarantor
 Ranking

e Credit Rating(s)

* Maturity

e Issue Size

« Coupon/ Spread

e Announcement date

« Pricing / Allotment date

EMA SN

Closing/Payment Date
Issue Price

Re-offer Price

Yield

Denomination

Selling Restrictions
Governing Law

Clearing / Listing

Ve
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New Issue Terms

e Use of Proceeds

 Force Majeure

e Cross-default

 Negative Pledge
 Covenants (Financial / Others)
o Step-ups / Callable

 Form (Definitive / Global)

e Taxation / Stamp Duty

e Stabilisation

VACIHK
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New Issue Documentation

Invitation fax

Subscription Agreement
Commitment fax

Trust Deed
Allotmeitilax } Fiscal agency agreement
Red Herring Paying agency agreement
Global Note
Prospectus/OC
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Special Thanks to
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