
Exchange Traded Bonds and Sukuk 
(“ETBS”)( ETBS )

Advanced Tutorial

Disclaimer
This tutorial has been provided for general information purposes only. The information contained in this tutorial does not
constitute legal, financial, trading or investment advice and neither does it make any recommendation or endorsement
regarding the product mentioned herein Although care has been taken to ensure the accuracy of the information withinregarding the product mentioned herein. Although care has been taken to ensure the accuracy of the information within
this brochure, Bursa Malaysia does not warrant or represent, expressly or impliedly as to the completeness or the
accuracy of the information herein. Bursa Malaysia does not accept any liability howsoever arising, including any liability
arising from any trading/investment decisions made on the basis of this information. You are advised to seek
independent advice and/or consult relevant laws, regulations and rules prior to trading/investing
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Chapter 1 – What is an Exchange Traded 
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What is a Bond?
A bond is a type of fixed income security that companies
or government also known as the issuer, issues to
investors to meet their financial needs.

It is also known as a debt security, as the investor or
bondholder essentially buys the debt of the issuer. In this
instance, the bondholder can be treated like a lender to
th i d th t f th b i i ththe issuer and the agreement of the borrowing, is the
bond, just like the bank when you take a loan. The
amount loaned is called the principal amount.

The bondholder will generally receive an interest on the
principal amount, this amount is called the coupon
payment and it is generally expressed as a percentage of
the principal value.p p
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Wh t i th diff b t B d dWhat is the difference between Bonds and 
Shares?

Bonds Shares Bonds Shares 

Bond is Fixed Income Security Shares is an Equity Security 

Bondholder an owner of a bond asset and do not Shareholder - an owner of the company 
have rights to the ownership of the company 

Steady flow of payments known as coupon Dividend payments based on the policy and 
performance of the company 

Generally less volatile Impacted by market volatility and forces 

Time limit or maturity period Do not have a maturity period 
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What is Sukuk?
Sukuk (plural of Sak) is an Arabic word which means ‘certificate’.

When we talk about sukuk we refer to certificates issued under shariah principle or Islamic principle.

Sukuk are also used to raise capital, however the issuer would issue a promissory note / letter of undertaking
(LOU) with assets backing the promissory note unlike a bond issuance. When dealing with sukuk the returns on
the certificates are referred as dividend payments instead of coupon payments.the certificates are referred as dividend payments instead of coupon payments.

Sample of Sukuk classification:

Th  d l i  t t.

Sukuk

The underlying contract

The nature and type of asset represented

Technical and Commercial features e.g. ownership of a 
project or special investment activity.
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Wh t i th diff b t B d dWhat is the difference between Bonds and 
Sukuk?

Bonds SukukBonds Sukuk

Bonds are known as debt securities or obligation from
the issuer

Sukuk are referred to as certificates.

B dh ld th f b d t d d t S k kh ld h hi d diBondholder are the owner of a bond asset and do not
have rights to the ownership of the company

Sukukholder, may have ownership depending on
how the sukuk is classified e.g. part ownership of a
project etc, or well defined assets.

Bonds are issued to finance almost any purpose Sukuk issuance must be Islamically permissible in theBonds are issued to finance almost any purpose 
under its legal framework

Sukuk issuance must be Islamically permissible in the
nature and its use, for instance the asset backing the
sukuk must follow Islamic principals.

The bonds are dependent solely on the The Sukuk’s value is determined by the market value
creditworthiness of an issuer of the underlying asset backing the instrument.

Steady flow of payments known as coupon Steady flow of payments known as dividends
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Why issue bonds and sukuk?
Here are some examples of the reasons why companies, governments and institutions would issue a Bond.

Governments borrow money to build infrastructure, Companies may borrow money for 
finance projects and initiatives. equipments and operations needs to 

maintain and grow the business.
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Who are the Issuers?

There are two types of issuers of  bond: 
1) Governments 
2) C ti BondsBonds2) Corporations

As the name suggest corporate issuer issues
corporate bonds such as private debt securities

BondsBonds

p p
(PDS), whilst government institutions issue
government bonds.

Government Government Corporate Corporate 
BondsBonds

p
Bonds

p
Bonds
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Government Bonds
Malaysian Treasury 

Bills (MTB)
Government Bonds are bonds issued by the government and 
it is backed or guaranteed by the government. Government 
bonds do not have rating.

Short Term

Bills (MTB)

Discounted based  
Bank Negara 

Monetary Notes
Government Bonds can be categorized by the term of the
bond’s maturity, either short term or long term. In Malaysia we
have the following breakdown.

Monetary Notes 
(BNMN)

Malaysia Islamic 
Treasury Bills 

Short Term periods are: 
: Weekly, 3 mths, 6mths, 1 year
Long Term period are: 

(MITB)

Coupon based 
Bank Negara 

Monetary NotesLong Term period are: 
: 3 – 30 years

Long Term

Monetary Notes 
(BNMN)

Malaysian 
Government g

Securities (MGS)

Malaysia Islamic 
Investment (GII)
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Corporate Bonds
Corporate Bonds can be further broken into the following depending on the guarantee and thus the risk of the credit 
being offered. 

Corporate with government guarantee

Corporate Bonds

Corporate with government guarantee

Corporate with bank guaranteeCorporate Bonds Corporate with bank guarantee

Corporate without guarantee
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Wh t i E h T d d B d dWhat is an Exchange Traded Bonds and 
Sukuk (ETBS)?

Exchange Traded Bonds and Sukuk (ETBS) are fixed
income securities, also known as bonds or sukuk, that
are listed and traded on the stock exchange. ETBSg
are issued either by companies or governments (the
issuer) to raise funds for their needs. ETBS have
varying structures such as fixed rate, floating rate and
hybrids. Exchangey g

Investment Banks/ 
Securities Firms / Banks

ETBS will still utilize the same mechanisms as that of
buying and selling shares in which a trading account
(with the broker) and Central Depository System
(CDS) acco nt ill be needed b the in estors

Investors/ Traders
(CDS) account will be needed by the investors.
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Wh t i th diff b t ETBS dWhat is the difference between ETBS and 
OTC?

ETBS Over The Counter (OTC)

Subscription of ETBS through issuing houses, or
banks/brokers for the primary market

Subscription through banks for the primary market

ETBS are traded over the Exchange after listing via Traded over the counter via the banks after initial 
investors / traders trading account in the secondary
market

issuance.

ETBS prices are quoted on the exchange Investors need to contact relevant banks for prices
of bonds and sukuk

Minimum trading size is 10 units , typically with an
IPO price of RM100 and thus minimum price of

To buys and sell bonds or sukuk through OTC will
dependent on the terms set by the banks

RM1000.00 (dependent on the minimum set by the
issuer)
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Chapter 2 – What are the types of Fixed 
Income Securities?Income Securities?

What are the various type of Fixed Income Securities?
What are Fixed Rate Bonds?
How do Fixed Rate Bonds behave in market?
What are Floating Rate Bonds?What are Floating Rate Bonds?
How do Floating Rate Bonds behave in the market?
What is the difference between Fixed and Floating Rate Bonds?
What are Zero Coupon Bonds?
What are Hybrid Bonds?
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What are the various type of Fixed Income 
Securities ?Securities ?

Fixed Income Securities can come in many forms, however below is a list of the most common types of fixed income 
securities:

Fixed Rate Bonds

Floating Rate Bonds

Zero Coupon Bonds

Hybrids Bonds
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What are Fixed Rate Bonds?

These are “plain vanilla” bonds with a specified coupon rate and maturity, and no options attached.
Coupon dates can be semi-annual or annual. The vast majority of bond offerings in Malaysia are straight fixed-

irate issuances.

Below illustrates a typical annual fixed rate bond with 4% coupon payment and a maturity of 4 years. The dates
of the coupon payments are fixed and the coupon payment dates are known at the point of issuance.p p y p p y p

1st year 2nd year 4th year3rd year1 year 2 year 4 year3 year

Principal Coupon/ Coupon/ Coupon/ PrincipalPrincipal
Amount paid
By the investor

Coupon/ 
Dividend

4%

Coupon/ 
Dividend

4%

Coupon/ 
Dividend

4%

Principal 
+

Coupon/ 
Dividend

4%
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How do Fixed Rate Bonds behave in market?
Fixed rate bonds coupon payments are fixed and so is the amount of interest earned based on the principal 
amount investment, regardless of the market interest rate.  In the case below, the bond has given a coupon 
payment of 4% for the past 5 years. Note that the change in the market Interest  Rate has no effect on the 
coupon ratecoupon rate.

Change in Market Interest

Coupon Rate

4%
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What are Floating Rate Bonds?

As the name suggests floating rate bonds or variable rate bonds are bond that have a variable coupon rate and
are indexed to a reference rate. In Malaysia this will be based on the 3-month and 6-month KLIBOR (The Kuala
Lumpur Interbank Offered Rate).

Based on the term of the coupon payments the rate of the coupon is reset to reflect the current KLIBOR rate.
These bonds are typically medium term bonds .

Coupon Payment (6mo.) = 0.5 x (KLIBOR + X)
X = default risk premium(%); KLIBOR resets.

1st year 2nd year 4th year3rd year

Principal
Amount paid
By the investor

Coupon/ 
Dividend

3%

Coupon/ 
Dividend

5%

Coupon/ 
Dividend

2%

Coupon/ 
Dividend

4%
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H d Fl ti R t B d b h iHow do Floating Rate Bonds behave in 
market?

Bellow illustrates the effect of the KLIBOR Rate on the coupon payments of a variable rate bond. Note the
coupon rate is reset based on the type of reference index used, which could be daily, weekly, monthly etc. See
the respective bond prospectus for these details.

Change in 6 months KLIBOR

Coupon Rate

4%
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Wh t i th diff b t Fi d dWhat is the difference between Fixed and 
Floating Rate Bonds?

Fixed Rate Bonds Floating Rate Bonds

Fixed coupon rate. Variable coupon rate based on reference index used.

There is no ceiling and floor caps. Bonds may come with a ceiling and floor cap in
which floating rates can not exceed or fall below awhich floating rates can not exceed or fall below a
certain interest value respectively.

Coupons payments generally are semiannual (every
6 months) and annual.

Coupon payments may be as frequent as monthly,
or every 3 months.) y

Generally issued by Governments and governments
back entities.

Generally issued by Corporations.
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What are Zero Coupon Bonds?

Zero Coupon Bonds are bonds that do not offer coupons payments however they are sold at a large discount
compared with the value of these bonds at maturity.

Below illustrates the behaviour of  these bonds in the market.

1st year 2nd year 3rd year

Principal 
amount paid
By the investor

Investor receives at 
Maturity:

Principal (RM 700)
Principal (RM 700)

p ( )
+

Interest (RM 300)
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What are Hybrid Bonds?

Hybrid Bonds or “Convertible” bonds allow the bondholder to surrender his/her bond in exchange for a specified
number of shares of the issuer. Hybrid bond may have fixed or floating rate coupons. Note the terms and
conditions of the conversion will be stipulated in the bond prospectus.

Bonds with equity warrants:
Th b d ll th h ld t k hi b d b t till b ifi d b f h i th fi f th iThese bonds allow the holder to keep his bond but still buy a specified number of shares in the firm of the issuer
at a specified price. These are straight fixed rate bonds with a call option for a number of shares at a strike price
over a period of time.
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Chapter 3 – What are the expected 
returns from ETBS?returns from ETBS?

What are the factors to consider?
When is a Bond sold at Premium Par or Discounted?When is a Bond sold at Premium, Par or Discounted?
Understanding Clean Price and Dirty Price
How do you calculate the Price of a bond ? 

U i t l (PV) f lUsing present value (PV) formula
Using PV-of-ordinary-annuity formula 
Calculating the price for Fixed Rate ETBS
Calculating Zero Coupon Bonds/Sukuk

Understanding the relationship between Bond price and yield
How to calculate the Yield?

Fixed Rate Bond
Zero Coupon Bond

How to calculate Yield to Maturity (YTM)?
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What are the factors to consider?
It is important for prospective bond & sukuk buyers to know how to determine the price of the securities because it will
indicate the yield received should the bond be purchased. In this section, we will run through some bond price
calculations for various types of bond instruments.

Yield is the income return on an investment. This refers to the interest or dividend received from a security and is
usually expressed annually as a percentage based on either the investment's cost, its current market value or its face
value.

Fixed income securities (bonds or sukuk) can be priced at a premium, discount, or at par. If the securities prices are
higher than its par value, it will sell at a premium because its interest rate is higher than current prevailing rates. If the
price is lower than its par value, your investment will sell at a discount because its interest rate is lower than current
prevailing interest rates.

When calculating the price of a bond, some considerations need to be in place when calculating the maximum price in
paying for the bond/sukuk, given the securities’ coupon rate in comparison to the average rate most investors arep y g , g p p g
currently receiving in the bond market.

Required yield or required rate of return is the interest rate that a security needs to offer in order to encourage
investors to purchase it Usually the required yield on a bond/sukuk is equal to or greater than the current prevailinginvestors to purchase it. Usually the required yield on a bond/sukuk is equal to or greater than the current prevailing
interest rates.
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When is a Bond sold at Premium, Par or 
Discounted?Discounted?

A Bond can be priced at a:
Premium

o If the bond/sukuk's price is higher than its par value, it will sell at a premium because its interest rate is higher
than current prevailing rates.

Di tDiscount
o If the bond/sukuk's price is lower than its par value, it will sell at a discount because its interest rate is lower than

current prevailing interest rates.

Par
o If the bond/sukuk is the same price of its par value, it will sell at par because its interest rate is the same as the

current prevailing interest rates.
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Understanding Clean Price and Dirty Price
Bonds have two types of pricing mechanism dirty and clean. 

Dirty pricing is the basic price of the bond/ sukuk plus the accrued coupon/
dividend amount since the last coupon/dividend date; however, the clean price is

Bond 
Price

p ; , p
the basic price of the bond/ sukuk without the accrued amount. On the
coupon/dividend payment date the dirty price of the bond/ sukuk will be equivalent
to the clean price of the bond/ sukuk.

For example, assume the clean price of the bond/sukuk is RM90. The bond/sukuk
is sold one month after a coupon payment (coupon payments are RM6 semi-
annually). To calculate the dirty price of the bond/sukuk we calculate the accrued
coupon/dividend amount first.
Accrued coupon/dividend equals (1/6) mths * RM6 = RM1   

Time

Accrued coupon/dividend equals (1/6) mths  RM6 = RM1.  
So, dirty price of bond/sukuk = RM90 plus RM1 equals RM91.

6 mths 12 mths

RM90 Coupon/ Dividend
RM 6

Sold here 5 months
before the next coupon/ dividend payment

Coupon/ Dividend
RM 6

26
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H d l l t th P i f b dHow do you calculate the Price of a bond -
present value (PV) formula?

When you calculate the price of a bond/sukuk, you are calculating the maximum price you would want to pay for the
securities, given the coupon rate in comparison to the average rate most investors are currently receiving in the bond
market. Required yield or required rate of return is the interest rate that a security needs to offer in order to encourage
investors to purchase it. Usually the required yield on a bond is equal to or greater than the current prevailing interest
rates.

Here is the formula for calculating a bond/sukuk's price, which uses the basic present value (PV) formula: 

C = coupon payment 
n = number of payments 

The succession of coupon payments to be received in the future is referred to as an ordinary annuity which is a

n  number of payments 
i = interest rate, or required yield 
M = value at maturity, or par value

The succession of coupon payments to be received in the future is referred to as an ordinary annuity, which is a
series of payments at set intervals over a fixed period of time. (Coupons on a fixed rate bond are paid at ordinary
annuity.) The first payment of an ordinary annuity occurs one interval from the time at which the debt security is
acquired. The calculation assumes this time is the present.
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H d l l t th P i f b dHow do you calculate the Price of a bond -
PV-of-ordinary-annuity formula ?

You may have guessed that the bond pricing formula shown earlier may be tedious to calculate, as it requires adding
the present value of each future coupon payment. Because these payments are paid at an ordinary annuity, however,
we can use the shorter PV of ordinary annuity formula that is mathematically equivalent to the summation of all thewe can use the shorter PV-of-ordinary-annuity formula that is mathematically equivalent to the summation of all the
PVs of future cash flows. This PV-of-ordinary-annuity formula replaces the need to add all the present values of the
future coupon.
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H d l l t th P i f b dHow do you calculate the Price of a bond -
PV-of-ordinary-annuity formula ?

Each full moneybag on the top right represents the fixed coupon payments (future value) received in periods one, two
and three. Notice how the present value decreases for those coupon payments that are further into the future, the
present value of the second coupon payment is worth less than the first coupon and the third coupon is worth the
lowest amount today. The farther into the future a payment is to be received, the less it is worth today – this is the
fundamental concept for which the PV-of-ordinary-annuity formula accounts. It calculates the sum of the present values
of all future cash flows, but unlike the bond-pricing formula we saw earlier, it doesn't require that we add the value of
each coupon payment.

By incorporating the annuity model into the bond pricing formula, which requires us to also include the present value of
the par value received at maturity we arrive at the following formula:the par value received at maturity, we arrive at the following formula:
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Calculating the price for Fixed Rate ETBS
Example 1: Calculate the price of an ETBS with a par value of $1 000 to be paid in ten years a coupon rate of 10% and a required yield of 12% In ourExample 1: Calculate the price of an ETBS with a par value of $1,000 to be paid in ten years, a coupon rate of 10%, and a required yield of 12%. In our
example we'll assume that coupon payments are made semi-annually to ETBS’ holders and that the next coupon payment is expected in six months.
Here are the steps we have to take to calculate the price:

1. Determine the Number of Coupon Payments:
Because two coupon payments will be made each year for ten years, we will have a total of 20 coupon payments. 

2. Determine the Value of Each Coupon Payment:
Because the coupon payments are semi-annual, divide the coupon rate in half. The coupon rate is the percentage off the bond's par value. As a result,
each semi annual coupon payment will be $50 ($1 000 X (0 1/2))each semi-annual coupon payment will be $50 ($1,000 X (0.1/2)).

3. Determine the Semi-Annual Yield: 
Like the coupon rate, the required yield of 12% must be divided by two because the number of periods used in the calculation has doubled. If we left the
required yield at 12%, our bond price would be very low and inaccurate. Therefore, the required semi-annual yield is 6% (0.12/2).q y p y q y ( )

4. Plug the Amounts Into the Formula: 

From the above calculation, we have determined that the bond is selling at a
di t th b d i i l th it l b th i d i lddiscount; the bond price is less than its par value because the required yield
of the bond is greater than the coupon rate. The bond must sell at a discount
to attract investors, who could find higher interest elsewhere in the prevailing
rates. In other words, because investors can make a larger return in the market,
they need an extra incentive to invest in the bonds.
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Calculating Zero Coupon Bonds/Sukuk
So what happens when there are no coupon payments? For the aptly-named zero-coupon bond, there is no coupon payment until maturity. Because of
this, the present value of annuity formula is unnecessary. You simply calculate the present value of the par value at maturity. Here's a simple example:
Let's look at how to calculate the price of a zero coupon Bonds/Sukuk that is maturing in five years, has a par value of $1,000 and a required yield of
6%.

1. Determine the Number of Periods: 
Unless otherwise indicated, the required yield of most zero-coupon bonds/sukuk is based on a semi-annual coupon payment. This is because the
interest on a zero-coupon bond is equal to the difference between the purchase price and maturity value, but we need a way to compare a zero-coupon
bond to a coupon bond, so the 6% required yield must be adjusted to the equivalent of its semi-annual coupon rate. Therefore, the number of periods for
zero-coupon bonds will be doubled so the zero coupon bond maturing in five years would have ten periods (5 x 2)zero-coupon bonds will be doubled, so the zero coupon bond maturing in five years would have ten periods (5 x 2).

2. Determine the Yield: 
The required yield of 6% must also be divided by two because the number of periods used in the calculation has doubled. The yield for this bond is 3% 
(6% / 2).

3. Plug the amounts into the formula:

You should note that zero-coupon bonds are always priced at a discount:
if b d ld t i t ld h f kiif zero-coupon bonds were sold at par, investors would have no way of making
money from them and therefore no incentive to buy them.
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U d t di th l ti hi b tUnderstanding the relationship between 
Bond price and yield

The general definition of yield is the return an investor will receive by holding a bond to maturity. So if you want to 
know what your bond/sukuk investment will earn, you should know how to calculate yield. Required yield, on the other 
hand  is the yield or return a bond must offer in order for it to be worthwhile for the investor  The required yield of a hand, is the yield or return a bond must offer in order for it to be worthwhile for the investor. The required yield of a 
bond is usually the yield offered by other plain vanilla bonds that are currently offered in the market and have similar 
credit quality and maturity. 

Once an investor has decided on the required yield, he or she must calculate the yield of a bond he or she wants to 
buy. Let's proceed and examine these calculations. 

There are 2 ways to measure yield:There are 2 ways to measure yield:

1.  Current yield:  ratio of annual interest payment to the bond’s market price.

2.  Yield to maturity:  the true return that the bondholder receives if a bond is held to maturity and interest  
payments are reinvested as the yield to maturity rate. (See bond calculator in www.bursamalaysia.com/etbs)
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How to calculate the Yield?
A simple yield calculation that is often used to calculate the yield on both bonds and the dividend yield for stocks is the
current yield. The current yield calculates the percentage return that the annual coupon payment provides the investor.
In other words, this yield calculates what percentage the actual dollar coupon payment is of the price the investor pays
for the bond. The multiplication by 100 in the formulas below converts the decimal into a percentage, allowing us to seey g g
the percentage return:

So, if you purchased a bond with a par value of $100 for $95.92 and it paid a coupon rate of 5%, this is how you'd
calculate its current yield:

Notice how this calculation does not include any capital gains or losses the investor would make if the bond were
bought at a discount or premium Because the comparison of the bond price to its par value is a factor that affects thebought at a discount or premium. Because the comparison of the bond price to its par value is a factor that affects the
actual current yield, the above formula would give a slightly inaccurate answer - unless of course the investor pays par
value for the bond.
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How to calculate the Yield – Fixed Rate Bond?

To correct this, investors can modify the current yield formula by adding the result of the current yield to the gain or loss
the price gives the investor: [(Par Value – Bond Price)/Years to Maturity]. The modified current yield formula then takes
into account the discount or premium at which the investor bought the bond. This is the full calculation:

Let's re calculate the yield of the bond in our first example  which matures in 30 months and has a coupon payment of $5: Let s re-calculate the yield of the bond in our first example, which matures in 30 months and has a coupon payment of $5: 

The adjusted current yield of 6.84% is higher than the current yield of 5.21% because the bond's discounted price
($95.92 instead of $100) gives the investor more of a gain on the investment. One thing to note, however, is whether you
buy the bond between coupon payments. If you do, remember to use the dirty price in place of the market price in the
above equation The dirty price is what you will actually pay for the bond on ETBS whereas clean price is what is quotedabove equation. The dirty price is what you will actually pay for the bond on ETBS, whereas clean price is what is quoted
and traded on the OTC Market.
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How to calculate the Yield – Zero Coupon 
Bond?

Now we must also account for other factors such as the coupon payment for a zero-coupon bond, which has only one
coupon payment. For such a bond, the yield calculation would be as follows:

   l ft til t itn = years left until maturity

If we were considering a zero-coupon bond that has a future value of $1,000 that matures in two years and can be
currently purchased for $925, we would calculate its current yield with the following formula:y p , y g
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How to calculate Yield to Maturity (YTM)?

The current yield calculation we learned above shows us the return the annual coupon payment gives the investor, but
this percentage does not take into account the time value of money or, more specifically, the present value of the
coupon payments the investor will receive in the future. For this reason, when investors and analysts refer to yield, they

t ft f i t th i ld t t it (YTM) hi h i th i t t t b hi h th t l f ll thare most often referring to the yield to maturity (YTM), which is the interest rate by which the present values of all the
future cash flows are equal to the bond's price.

An easy way to think of YTM is to consider it the resulting interest rate the investor receives if he or she invests all ofy y g
his or her cash flows (coupons payments) at a constant interest rate until the bond matures. YTM is the return the
investor will receive from his or her entire investment. It is the return that an investor gains by receiving the present
values of the coupon payments, the par value and capital gains in relation to the price that is paid.

The yield to maturity, however, is an interest rate that must be calculated through trial and error. Such a method of
valuation is complicated and can be time consuming, so investors (whether professional or private) will typically use a
financial calculator or program that is quickly able to run through the process of trial and error. If you don't have such a
program you can use an approximation method that does not require any serious mathematicsprogram, you can use an approximation method that does not require any serious mathematics.

(See bond calculator in www.bursamalaysia.com/etbs)
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How to calculate Yield to Maturity (YTM)?

To demonstrate this method,
Step 1: We need to review the relationship between a bond's price and its yield. In general, as a bond's price
increases, yield decreases. This relationship is measured using the price value of a basis point (PVBP). By taking into
account factors such as the bond's coupon rate and credit rating, the PVBP measures the degree to which a bond's
price will change when there is a 0.01% change in interest rates.

The relationship between bond price and required yield is opposite This is due to the fact that a bond's price will beThe relationship between bond price and required yield is opposite. This is due to the fact that a bond s price will be
higher when it pays a coupon that is higher than prevailing interest rates. As market interest rates increase, bond
prices decrease.

St  2  Th  t  d t  i  i  th  b i  i i ld ti  f b d  Step 2: The concept we need to review is the basic price-yield properties of bonds: 
Premium bond: Coupon rate is greater than market interest rates. 
Discount bond: Coupon rate is less than market interest rates.

Step 3: Remember to think of YTM as the yield a bondholder receives if he or she reinvested all coupons received at
a constant interest rate, which is the interest rate that we are solving for. If we were to add the present values of all
future cash flows, we would end up with the market value or purchase price of the bond.
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Chapter 4 – Understanding the Risks 
involvedinvolved

What are the risk involved?
Who or what are credit agencies?
Who is a Trustee?
Who are Market Makers?Who are Market Makers?
Who are Guarantors?
The ETBS Landscape
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What are the risks involved?

Credit risk
o This risk arises if the ETBS issuer is unable to pay the coupon payment on the coupon date or the principal

amount to the lender at maturity. Government bonds and sukuk are backed by the central government, thus
deemed to have a low credit risk.

Market risk
o This is the risk of price fluctuations and is impacted by the demand and supply in the marketo This is the risk of price fluctuations and is impacted by the demand and supply in the market.

Interest rate risk
o Valuation of the ETBS may be affected by the changes in interest rates e.g. if the interest rate rises, ETBS prices

will fall as investors may relocate their investment to capture a rise in interest rates available in other
instruments, for example, in a bank deposit.
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Who and What are the rating agencies?
For a bond holder it is critical to be aware of the rating of the bond as it provides a guide of risk management to the
bond investment. The credit rating determines the evaluation of the bond and the credit worthiness of the issuer in
terms of fulfilling its payment obligation to the bondholder.

The credit rating is a financial indicator to potential investors of debt securities such as bonds. These are assigned by
credit rating agencies such as Rating Agency Malaysia (RAM) and Malaysia Rating Corporation Berhad (MARC) using
letter designations (such as AAA, B, CC) which represent the quality of a bond. Bond ratings below BBB/Baa are
considered to be not investment grade and are colloquially called junk bonds.

In Malaysia we have the following local rating agencies:

Rating Agency Weblink

Rating Agency Malaysia (RAM) http://www ram com myRating Agency Malaysia (RAM) http://www.ram.com.my

Malaysia Rating Corporation Berhad (MARC) http://www.marc.com.my
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Who is a Trustee?
Trustee is a financial institution who is given fiduciary powers by a bond issuer to enforce the terms of the bond
prospectus/ Indenture. In Malaysia this is know as the term sheet or the principal term and conditions (PTC)

When a company issues a bond they will see to it that the bond coupon/dividend payments are made as scheduledWhen a company issues a bond they will see to it that the bond coupon/dividend payments are made as scheduled
e.g. to monitor the performance and utilization of the bond, (an independent check and balance on funds collected from
the public). In the event of default the trustee will call for a bondholders meeting to extract as much value from the
company to payback the bondholder. Thus the trustee role is also to protect the interest of the bondholders if a default
were to happen These process are outlined in the trust deedwere to happen. These process are outlined in the trust deed.

IIssuer
Bond holders / Sukuk 
holders

Trustee
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A market maker is a bank or brokerage company  that quotes both a buy and a sell price of a financial instrument  

Who are Market Makers?
A market maker is a bank or brokerage company  that quotes both a buy and a sell price of a financial instrument. 
They offer bid and ask prices to investors or traders via the Exchange.

The market makers provide a required amount of liquidity to the market, and take the other side of trades when there 
are short-term buy-and-sell-side imbalances.

ExchangeBond holders / Sukuk Market MakerBond holders / Sukuk 
holders

42



Who are Guarantors?
A Guarantor is an organization that upon the default of
the issuer, guarantees the payment of the
coupon/dividend as well as the principal redemption
amountamount.

Thus a guaranteed bond is a bond where the interest
and principal on the bond is guaranteed by a firm
th th th i f th b d

Guarantor

other than the issuer of the bond.

Not all bonds are guaranteed, thus refer to the bond
prospectus or indenture for more information.p p

Issuer
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The ETBS Landscape

Guarantee the bond/sukuk issued

IssuerGuarantor

M k t M k

Trustee

Market Maker

44Bond holders / 
Sukuk holders

ExchangeInvestment Banks/ 
Securities Firms / Banks



Chapter 5 – How to trade ETBS?

Buying and Selling on Bursa Malaysia
Making Money through interest and capital gains
Statements
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Buying and Selling on Bursa Malaysia
Buying a bond

o Through Primary Market : Via subscription similar to applying for an IPO or via placement via your banks.
o Through Secondary Market : Via the stock exchange similar to buying a share.

Selling a bond
o Through the stock exchange: similar to selling a share.

If held until maturity  investor will get back the nominal value of the bond on maturity date as well as the interest or o If held until maturity, investor will get back the nominal value of the bond on maturity date as well as the interest or 
dividend payable.

Trading on the Exchange
o All ETBs are listed within the “Loans and Bonds” Board, and under that there are “Bond Conventional” and “Bond

Islamic” sectors.
o Short and long name of bond displayed on the Front End (Web or Order Management Systems) for entering orders into

Bursa Securities will include the name of issuer the coupon rate and maturity date (in the case of short name it will beBursa Securities will include the name of issuer, the coupon rate and maturity date (in the case of short name, it will be
abbreviated).

• Short name example : ABC4%1225 (where ABC the is name of the issuer, 4% is the coupon rate and 1225 is the 
month and year of the maturity of the bond/sukuk)
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Making money: Interest and capital gains (1/2)

There are two ways to make money from a bond – either by earning interest or capital gains.

Let's say that you have a RM 1,000 bond that pays 6% interest for five years. If you hold that bond until the very end of
this term (known as the maturity date), you’ll collect five interest payments of RM 60 for a total of RM 300.

Principal
amount

Year 1 
(6% interest

1 000)

Year 2 
(6% interest

1 000)

Year 3 
(6% interest

1 000)

Year 4 
(6% interest 

1 000)

Year 5 
(6% interest 

1 000

Total principal and
interest (at maturity

d t f 5 )on 1,000) on 1,000) on 1,000) on 1,000) on 1,000 date of 5 years)

RM 1000.00 RM 60.00 RM 60.00 RM 60.00 RM 60.00 RM 60.00 RM 1,300.00

You could also decide to sell that bond to someone else for RM1,100. In that case you’d earn a capital gain of RM100
(plus whatever interest payments you had received at coupon/dividend payment dates in the meantime).



Making money: Interest and capital gains (2/2)

Your RM1,000 bond pays 6% interest. Since you bought that bond, however, interest rates have gone down. Similar
companies are now only offering a 5% interest rate on their bonds. Your original rate looks pretty good to another
investor. So you can sell that 6% bond at a higher cost than you paid for it, which is called selling for a premium.

However, if interest rates have gone up, and similar companies are now offering 8%, you may have to sell your bond
for less – which is known as selling at a discount.

Interest rates and bond prices, then, are like a see-saw – when interest rates go down, bond prices go up (and vice
versa).

Thus making money from bonds can be via both ways, namely capital gains or interest gains. However in the case of
interest gain, most of the time, this is predictable, where as capital gains depends on market timing and conditions.



Statements
Your CDS Account is managed by Bursa Depository,
who ensures that the book keeping of all of your CDS
accounts are accurate and represents the assets of
your holdings with the exchangeyour holdings with the exchange.

Bursa Depository will provide a monthly statement for
active accounts and bi-annual for inactive accounts to
i tinvestors.

This statement, will show your status of your holdings
in various shares and bonds purchased on Bursap
Securities market.

In the case if you have multiple accounts, you may
request via the broker to have your statementsrequest via the broker to have your statements
consolidated, meaning all your assets are captured in
one statement.
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