» DebtRay

Das Underpricing beim Management
der Investorenbeziehung

Vortrag im Rahmen der DIRK-Creditor Relations Tagung 2026,
11.02.2026 in Frankfurt am Main

Prof. Dr. Dirk Schiereck

Leiter des Fachgebietes Unternehmensfinanzierung an der TU Darmstadt
Mitglied im Advisory Board DebtRay



Why active Issuer Engagement in Primary Markets
matters?

1. Material financial Impact

Every basis point of the New Issue Premium (NIP) typically translates into approximately €670,000 in financing costs,
with a direct impact on P&L. Even seemingly marginal differences in pricing—such as a yield of 2.51% versus 2.52%—
therefore have material economic consequences. Given the comparatively limited effort required, disciplined NIP
management constitutes a high-leverage value driver, delivering immediate and measurable upside to shareholder
value

2. Governance & Market Credibility
Fair and consistent pricing strengthens investor trust and issuer credibility. Active issuer involvement signals strong
governance and accountability, supporting demand and execution quality in future transactions.

3. Regulatory Necessity (MiFID II)

MIFID Il imposes enhanced cost transparency, inducement and conduct obligations. Issuers cannot fully delegate
pricing responsibility to banks; independent NIP measurement supports compliance, transparency and sound
governance
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Empirical Evidence on Underpricing

First days in the life of a new security: For initial public offerings (IPOs) and seasoned equity offerings
significant first day stock returns are well known for decades and most often explained by information
asymmetry models.

Corporate bond markets are similar but different: There is underpricing in bond markets, too. Smaller
returns are met by larger issuing volumes, measurement problems are severe, and effects are
fluctuating over time. And sometimes central banks enter the markets to manipulate prices.

Measurement concepts: While measuring underpricing in IPO markets is simple and in empirical studies
always the same it varies in bond studies: yield spreads (Ederington, 1974), benchmarking by risk-free
bonds (Datta et al., 1997) or event study (Rischen & Theissen, 2021).

Still an underresearched topic: Driven by measurement issues, lack of data and extremely high effort
to clean data sets bond underpricing in bond markets is underresearched compared to stock markets.
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Empirical Evidence on Underpricing

Early evidence with focus on US bonds: Weinstein (1978) observes new issue premium of 38 bps. but
Fung and Rudd (1986) provide evidence that this underpricing disappears after controlling for liquidity
and transaction costs. The medium issue is not underpriced.

Early European evidence for Swiss corporate bonds: Wasserfallen and Wydler (1988) analyze 328 Swiss
bonds and find an underpricing of 30 to 50 bps. which was not exploitable after transaction costs.

More recent studies for the US: Nagler & Ottonello (2017) report an average underpricing of 23 to 64
bps. under different regulatory regimes between 2003 and 2013. Bessembinder et al. (2022) only
observe a premium of 11 bps. for investment grade bonds between 2010 and 2018.

Most recent European evidence: Rischen & Theissen (2021) report time dependent premiums between
2002 and 2017. Before the global financial crisis average underpricing was low at 9 bps. but reached 98
bps. during the crisis.
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There is Evidence for Overpricing as well

Overpricing in case of specific investor groups: There is also a long history of studies which provide
evidence on overpricing for corporate bonds that concentrate on specific investor groups.

Issues of sin stock companies: Sin stock companies operate in industries (tobacco, alcohol, casinos,
defense, fast food) which are excluded by large investor groups. Fabozzi et al. (2019) show an
overpricing in the period 1994 to 2010.

Green bonds: Caramichael & Rapp (2024) analyze a global sample of 1,169 green bonds and 120,000
conventional bonds between 2014 and 2021. They find a reduced underpricing of 3 to 8 bps. for green
bonds which can be interpreted as a relative overpricing.

Chinese corporate bond market: Ding et al. (2020) examine the Chinese bond market where banks act
as underwriters and investors parallel. Based on 14,310 issues there is an average overpricing of 5 to 6
bps. which widely disappeared in an adjusted regulatory environment.
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Scientific Framework of BondRanking

Benchmarking: Early secondary market performance is adjusted for overall market movements using
peer benchmarks based on comparable credit quality and maturity. This approach neutralizes external
market events beyond the issuer’s control.

Analysis of early secondary market development: Analyzing early secondary market performance
reveals whether a bond was priced fairly or skewed in favor of either the issuer or the investors.

Best-in-class-approach: The pure performance of a new issuance is benchmarked against a peer group
issued within a matching time window. This approach allows issuers to assess success relative to market
conditions—enabling reliable results even in challenging environments.

decisions—enabling precise evaluation of bond issuance outcomes.

n Quantification of pricing & timing: BondRanking quantifies the financial impact of pricing and timing
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Early Secondary Market Development
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The chart shows the average performance (spread
tightening) of new issues over the first 20 trading
days, marking the transition from the primary to the
mature secondary market

The data reflects adjusted performance, eliminating
secondary market effects, isolating the impact of
the new issue premium (NIP)

In the first 8-10 days, the NIP is "neutralized" by
rising prices = NIP absorption by secondary market

This effect diminishes over the following days, and
by the end of the period, the bond aligns with the
secondary market, signaling its integration into the
mature secondary market



Best-in-Class Approach
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BondRanking's Peer Group approach first identifies
relevant peer bonds based on criteria such as
issuance date, credit rating, and maturity.

Once these bonds are identified, they are ranked,
starting from the left with the bond showing the
highest realized New Issue Premium (NIP) and
ending on the right with the bond showing the
lowest realized NIP.

The evaluation of a specific bond is based on its
position within the identify peer group, providing a
comparative measure of performance relative to its
peers.

This methodology ensures that there are always
relatively high and low-rated bond issues, as the
overall market development is already factored in.



Value Creation of BondRanking
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Beneficiaries of BondRanking
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Pricing € Corporates 2025
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In 2025, the most underpriced new issues (around
20% of total issuance) resulted in average
additional interest expenses of €8.7 million
compared to fairly priced transactions.

Conversely, the most overpriced new issues
(around 13% of total issuance) generated an
average loss of €8,9 million for investors; while
issuers paid less than fair value, this eroded
investor confidence and may negatively affect
future demand and pricing.

In aggregate, excessive spread mispricing in the €
bond market amounted to approximately €1.4
billion in unnecessary interest costs for issuers,
while investors suffered around €900 million in
foregone interest income.
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Most underpriced Issues 2025
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In 2025, the 40 most underpriced new issues
(representing approximately 5% of total issuance)
resulted in additional interest expenses of around
€21 million for issuers, compared with fairly priced
transactions between issuers and investors.

By contrast, the 40 most overpriced issues led to
average losses of approximately €18.7 million for
investors.
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Highest-Ranked German € Bond Issues in 2025
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Prism Index by DebtRay

What is the Prism Index used for?

* The PRISM Index by DebtRay, provides a measure of the value generated in the primary market
* It quantifies the realized performance advantage investors achieve by participating in new bond issuances.

How the PRISM Index Works?

The PRISM Index is built on a transparent and rules-based investment strategy:

* Theindex invests in newly issued bonds at primary market pricing.

* Each bond is held for 20 trading days, capturing the period in which new issue premia typically materialize.

« After 20 days, bonds are sold at prevailing market prices, and performance is realized.

* Index Portfolio is hedged against overall market movements to isolate overall mature secondary market movements

This approach reflects the actual, realizable return profile experienced by primary market investors.

» DebtRay
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DebtRay RNIP Indices vs. iBoxx € Corporates all
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What the PRISM Index Family indicates to Issuer?

 The PRISM Index Family measures the additional alpha generated in the corporate bond primary market, isolating the
contribution of the new issue premium from broader market effects.

 Empirical evidence shows that the PRISM portfolio significantly outperforms the mature secondary market, delivering
an average return of 6.3% versus 1.1% over the period 2019-2025. This demonstrates that the primary market—and in
particular the new issue premium—is the dominant source of excess returns in corporate bonds.

e Accordingly, primary market pricing, rather than secondary market performance, is the key driver of investor alpha.

Implications for issuers

* Issuers must pay a new issue premium to ensure successful placement and liquidity.

* However, this premium should be market-adequate and well balanced, aligning issuer and investor interests.

* More disciplined and consistent NIP management would reduce excess returns captured by the RNIP Index Family,
signaling lower and more efficient issuance costs for issuers.

» DebtRay
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Executive Summary

* For funding practitioners, underpricing matters because it directly increases financing costs and impacts P&L. Disciplined
NIP management has material financial relevance, strengthens governance and investor trust, and is required under
MIFID Il

* Academic research shows that new issue premia are persistent but time-varying, averaging 10-40 bps in normal
markets and rising to 50—-100 bps or more during stress or low liquidity. Across regions and credit segments, evidence
consistently confirms that primary market pricing materially affects investor returns and issuer funding costs

 The PRISM indices translate this evidence into a transparent, rules-based measure of realized primary market premia.
Empirically, the PRISM portfolio outperformed the mature secondary market, delivering average returns of 6.3% versus

1.1% (2019-2025)

 BondRanking benchmarks early secondary market performance against peers to isolate market effects and quantify
pricing and timing impacts. Since 2019, over 5,000 euro-denominated bonds have been automatically evaluated

* Underpriced issues generated €8.7—21m issuer costs per deal in 2025, overpriced issues €8.9—18.7m investor losses. In
total, mispricing resulted in €1.4bn excess issuer costs and €0.9bn foregone investor income.
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Key Takeaways for Practitioners

Underpricing is not theoretical — it is a controllable cost driver with direct and material P&L
impact for issuers

The evidence is clear: pricing and timing decisions systematically create or destroy value across
market cycles

Treasury teams should treat issuance discipline - including measurement and creditor relations—
as core funding competencies, supported by data-driven tools such as RNIP and BondRanking.

Active, transparent and consistent primary market execution is not only economically rational —
profit center — but also critical for sustainable market access, investor trust and regulatory

» DebtRay
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Further Reading
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https://www.bondguide.de/wp-content/uploads/2025/12/BondGuide-Finanzierung-im-Mittelstand-2025.pdf

Haftungsausschluss
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