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Fair Value on Danish Government
and Mortgage Bonds

An innovative pricing model approach

Unique, objective methodology exclusive to Nasdaq

The traditional method of modeling bond prices produces questionable Where can we apply Fair value?
results, especially when applied to callable bonds trading above par.

The challenges for the traditional method involve accurately estimating » All Danish mortgage bonds

cash flow, defining the liquidity spread, and navigating issuer price « Danmarks Skibskreditfond (Danish
differences. Ship Finance)

Nasdag has developed a purely data-driven, highly-effective approach « KommuneKredit

to bond pricing that results in significantly more accurate metrics, even . Danish government bonds

when applied to illiquid callable bonds trading above par. Importantly,

this methodology also highlights the ISIN-level quarterly price jumps

that occur after a percentage of the bond is redeemed at par - a

pricing differential that can provide valuable insight for the investing Want more information?

community.
Email dataeurope@nasdaqg.com

HISTORICAL BEHAVIOR DYNAMIC MODEL BASKET OF SIMILAR BONDS
- highest weighting on the latest prices « dynamically adjusted

« constantly adjusts to market behaviour

MARKET CHANGES FAIR VALUE PRICE
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Advantages of Nasdaq fair value methodology

ISIN specific ex-redemption price jumps defined

The sharp pricing differential when bonds are traded, ex-redemption, is outside of general market movement. Our
method calculates the relative prepayment rate-A in relation to general market movements and adjusts prices
accordingly. The incorporation of this price jump into the Nasdag methodology provides greater accuracy to the

pricing model.

Trading volume considered as an important variable

Trades with high volumes are more heavily weighted.

Price source for Fair value: Nasdaq CPH Consolidated Reference Price as a benchmark

The Nasdag CPH Consolidated Reference Price, used as a source for the Fair value model, provides full transparency
of the Danish Fixed Income market. Based on the Nasdag CPH Consolidated Trade Feed, it includes Nasdaqg on-

and off-exchange trades (OTC trades reported to Nasdag APA), as well as duplication of transactions from other
trading venues sent to Nasdag by Danish market participants and trade reports for Primary Transactions and Loan

Payments (financing mortgages).
Model process

END OF TRADING DAY

TRADED BONDS WITH ACCEPTABLE PRICES

PRICING AND VALIDATION
(is price A within market A)

Creating the curve for non-callable
and market-A is based on maturity for
callable bonds

BONDS WITH HIGH RATINGS
PRICED FIRST

(not traded today but satisfed with
the price)

Basket of similar bonds created for each
ISIN based on a number of variables like
coupon, maturity, etc.

VALIDATION BASED ON THE CURVE
(General market movement)

BONDS WITH LOW RATINGS PRICED
SECOND

(not traded today but satisfed with the
price)

Baskets created based on both traded
bonds and frst priced bonds

FAIR VALUE
AND RANKING

LAST RESORT
(if no basket can be created)

CPR for callable bonds NPV for
non-callables
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Nykredit 2021 (capped floater)
Market Price vs. Fair Value

FAIR PRICE

MARKET PRICE
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100.5
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Realkredit Danmark (floater)
Market Price vs. Fair Value

FAIR PRICE

MARKET PRICE
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4% Nordea 2035 (fixed rate callable)
Market Price vs. Fair Value

MARKET PRICE FAIR PRICE
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5% Realkredit Danmark 2041 (fixed rate callable)

Market Price vs. Fair Value
MARKET PRICE FAIR PRICE
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The information contained above is provided for informational and educational purposes only, and nothing contained herein should be construed as
investment advice, either on behalf of a particular security or an overall investment strategy. Neither Nasdaq, Inc. nor any of its affiliates makes any
recommendation to buy or sell any security or any representation about the financial condition of any company. Statements regarding Nasdag-listed
companies or Nasdaq proprietary indexes are not guarantees of future performance. Actual results may differ materially from those expressed or implied.
Past performance is not indicative of future results. Investors should undertake their own due diligence and carefully evaluate companies before investing.
ADVICE FROM A SECURITIES PROFESSIONAL IS STRONGLY ADVISED.
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