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Limitations
This document is provided for
informational purposes only. The
information contained in this
document is subject to change
without notice and does not
canstitute any form of warranty,
representation, or undertaking.
Mothing herein should in any way
be deemed to alter the legal rights
and obligations contained in
agreements between Interactive Data
Pricing and Reference Data, Inc.
and/or affiliates and their clients
retating to any of the products or
services described herein. MNothing
herein is intended to constitute legal,
tax or other professional advice.

Interactive Data Pricing and
Reference Data and/or affiliates
make ne warranties whatsoever,
either express or implied, as to
merchantability, fitness for a
particular purpose, or any other
matter. Without limiting the
foregoing, Interactive Data
Pricing and Reference Data and/or
affiliates make no representatlion
or warranty that any dala or
information lincluding, but not
limited to, evaluations] supplied to
or by it are complete or free from
errors, omissions, or defects.

Interactive Data™ and the
Interactive Data logo are service
marks of Interactive Data
Corporation. Connect™ is a
trademark of Interactive Data
[Europe] Ltd,

Windows" is either a registered
trademark or trademark of Microsoft
Corporation in the United States
and/or other countries. Other
products, services, or company
names mentioned herein are the
property of, and may be the service
mark or lrademark of, their
respective owners.

Pricing, evaluations and reference
data are provided in the U.5.
through Interactive Data

Pricing and Reference Data, Inc.
and internationally through
Interactive Data |Europe) Ltd. and
Interactive Data |Australial Pty Ltd,
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COVER STORY

Interactive Data believes that recant events, from the valatility of the global financial
markets Lo the subprime crisis, have pul a spollight on risk management and the
essential reference data supporting this process

The fact 1= thal only by eptimizing reference dala management, and thus having an
in-depth knowledge of the millions of instruments fiowing through its systems, can
an institution take a holistic approach Lo ellectively managing risk. Critical to this
appreach is the ability te take g 340° view of each flinancial instrument betd by

an institution

Institutions want to undersland the behavioral characteristics of each Tinancial
instrument, both on a stand-alone basis and within the context of the portfaolio, under
a variety of market scenarios. Determining how an instrament |5 going lo behave
under stress is essentiat to understanding the risk parameters of that instrument

At another lovel, financ instiutions wanl te understand the concentralion-and
exposure they have to varicus segments of the market. Thes rmight mclude credit
exposure and industry segment exposure, among others, Gaining this understanding
requires knowledge of the full “tamily tree” of a financial instrument. For example,
if an institution owns shares in a certain campany, they may not realize that itis a
far-flung subsidiary ol & majer auto campany going thraugh financmal difficulties that
could impact their holdings

With reference data, an mslitution could have & betler understanding of their
"eoncentration risk” in @ certain sector or @mong organizations that are facing
challenges. For example. they could identify thal exposure Lo the aulo industry makes
up too large a percentage of thelr partfolio, and then make an informed financial
decision to address this issue.

Reference data providers can offer clients detailed entity linkage intarmation that
connects families of securities and helps \nstitutions understand the relationships
ol 1he securities Lo the corporate family structure. This infarmatian s critical fe
maintaming compliance with regulations thal reguire institulions Lo understand their
exposure oa given firm, industry or market sectar

At yet another level, it 1s also imperative 1o have a comprehbensive understanding of the
underlying elements of a financial instrument. Over the past several months, the news
has been filled with stories about organizations that didn't take these steps, and have
been impacted by subprime securities.

Effectively managing and reviewing reterence data can help investors understand the
underlying dynamics of a security and help them determine their risk exposure, To
illustrate this paint, even though a securily may have & AAA rating, that rating may be
supported by internal gr external credit enhancement. To understand the risk profile
of that security, it can be crucial to know whether that credit enhancement will hold
up under stress. Intéractive Data delivers the underlying ratings details of municipal
bonds needed lo assess the underlying risk prolile of insured municipal securities,
This informatien is critical as it provides chients with additicnal transparency to somewhal
opaque invesiments and can be used lo measure risk exposure, Wilh cansistent,

rs can gain additional transparency into

Himely and accurate reference data, instifut
these details

By prioritizing reference data management, inshitutions can get a more completa
undarstanding of the financial instruments streaming through their applications and
databases, and a5 a resull manage risk mare effectively

» cordact Marty Withams
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What's Fueling Demand
for Independent Evaluations?

For many years, major financial institulions have ulilized
independent evaluations of fixed income securities as critical
inputs ta ther portfolio valuation process. But independant
evaluations have gained even more prominence in recent
months, with new regulations, market volatility, and the
cradil crunch combining to drive demand.

One recent accounting change in the U.5. stands apart in
terrs of its impact on the demand for independent evaluations.
The Financial Accounting Standards Board's Statement of
Financial Accounting Standards Mo. 157, or FAS 157, has
resulted in firms reviewing their existing valuation policies
and procedures and having to develop procedures for fair
value disclosures in their financial statements.

To help clients prepare for FAS 157, Inleractive Dala has
devetoped a set of informaltional resources that disclose the
types af inputs by assel class that the company utilizes lo
prepare evaluations, Interactive Data believes that this
“bucketed approach” can provide chients with enough
information to.establish their own fair value hierarchy
determinations as required under FAS 187,

Mew regulations are nol alone in driving demand for
indgpendenl evaluations of figed income securities. With Lhe
wolatility in the glebal financial markets in mid-to-late 2007,
financial institutions have been keenly locused on making
sure that they have a firm grasp on the value of their holdings
—especially thinly traded fixed income securities.

Providers of independent evaluations can deliver signifi-
cant value to financial institutions during thesea limes.
Intaractive Data has teams of experienced evalualors who
incorporate available transaction data, credit quality
infarmation and perceived market movaments into the
evaluated pricing applications and models lor lixed
Inceme secunties.

Global institutions have also béen impacted by & lack of liquidily
as the credit markets have tightened, and they have had to
take a step back to deterrmine their risk exposure. Once
again, many institulions have looked to [nteractive Data
as.an independent provider ol evaluations far their
portfolio valuation process.

Interactive Data places an emphasis on building relationships
with a broad range ol market sources who can offer insight
inlo market activity. By leveéraging relationships with the
buy-side, electronic trading platforms, and other major
markel makers, Interactive Data has access lo.a wide-
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range of markel color. This can help to ensu
Interactive Data's evaluations reflect inft )
markel participants would consider in pr[:fn‘g‘tﬁé assel.

With the constant market fluctuations and
mandates, Interaclive Data has been Seellg'
demand for our mission-critical services, But
has also extended to new, cnmplET'hEntaW'”
Interactive Dala has developed based on aur fr:ﬂd income
evaluations, an example being the recently inke

Basket Calculation Eemcn.“ This servicells

deliver indicative valuations for equity arﬁ'}[ fixed in
exthange traded funds [ETFs] throughout the t

We believe that this increased demand o
fixed income evalualions and innovative ¢
Baskel Calculation Service are a ngn of thi
particularly as financial institutions contin
invast in new, more complex linancial |n5rr rnents m a
effort to diversify their portfolios and grow their z
these challenging times.

Far additional infarmalion, please contact Shant Haroot
at shant haroolunianBinieractivedsta com
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Decreasing Home Bias”
of U.S. Mutual Fund Investors,

Increasing use of the
Fair Value Information Service

Since its introduction in 2002, Interactive Dala Pricing and Reference Data's Fair
Value Information Service has gained broad acceptance, and is currently being utilized
by nearly 160 fund families.

Interactive Data believes there are three interrelated lactors driving this growth. One
is-an emphasis from SEC statf an the importance of using lair value procedures for
international equities [see e g, Douglas Scheidt, VS Securities and Exchange
Commission, Letter to the |C] Regarding Valuation issues [April 30, 2001)), and anather
is that the uss of the Fair'Value Information Sarvice can help deter markel limers
A third factor, less abvious bul quite impartant recently, has been inveslors’ incregsing
preferance for foreign assets,

Many academics, financial advisors and other researchers suggest thal inyestors
include foreign equities in their portlolios to increase diversilication, yet until recently
WS, Imvestors highly lavared U.S. equities. This preference is called "home bias." In a
2003 spesch Alan Greenspan noled, "researchers have consistently found that, in
general, investors direcl ton much of their savings domestically. Owing fo risk aversian,
they tend, ta theirown detriment, to over-discount foreign returns.”

Although non-WLS. equities in 2003 represented about 50% of world equity capitalization,
their portion in U5 mutual funds wasonly 12%. Since then, however, investors have
switched their favor to foresgn equities, reducing this home bias. The table; based on
Mormingstar data, shows that during the last & years U5 equities in 1.5, mutual
funids increased fram $2.45 to $5. 14 trillion [110%] while foreign equities increased
almost 4 times as much - from $0.38 to $1.85 trillion [£08%]. |Simultanecusly, the
number of LS anly funds increased by 31% while foraign funds increased by £5%.)

During this period, foreign equities roge by 55% while LS. equities roge by anly 25%
‘5o, pure gsset growth partially explains the increase but a significant partion came
from investor inflows. In 2007, inflows into U.S. equities decreased by $38 billion,
while inflows into foreign squity funds increased by $137 billion, a differential of
$175 billion.

Will this trend continue?
Dne could speculate
that the snswer is
“es " As mentioned
previously, in 2003 the
percentage of fareign
imestments in U.5. mutual funds was anly 12%; today it is 27%, Bul since foreign
assets held by mutual funds, individusls and institutions represent approxrmately
42% of world equily capitalization, one could guess thal the trend toward allocating
investments lo reflect world capitalization should continue until all home bias i=
eliminated and the percentage of U5 mutual fund investmenl in foreign eguily equals
the percentage ol forgign equily in world capitalization. While it is impossible Lo
accurately predict, this potential asset reallocation is noteworthy and given its
carrelation with the Fair Value Infermalion Service, Interactive Data will be following it,

For addional information, please contact Peter Crampi at
peter campidinteracivedala com,
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