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Following the European and North American iBoxx Annual Index Review 2019, IHS Markit is pleased
to announce the following changes and clarifications of its index rules. Amendments have been
discussed with both the European iBoxx Advisory Committees and the North American Technical
committee prior to IHS Markit’s decision on the implementation.

1. Classification Schema

iBoxx is making changes to its global proprietary classification schema to provide greater granularity
and to adapt to the changing market environment (which has undergone sector amalgamations and
seen business models change over time). iBoxx Indices’ proprietary schema is being enhanced to
reflect the evolution of the global economy.

As part of the changes, iBoxx is promoting Real Estate and Financial Services from the Supersector
(Level 4) to the Industry level (Level 3), renaming Financials to Core Financials (which will consist of
banks and insurance only).

The changes will result in:
> the addition of 14 new Sub-sectors across 9 Industries
> an update of classification definitions affecting 10 existing Sub-sectors

> arenaming of 4 existing Sub-sectors

The change in the global, unified corporate bond classification schema will be effective as of 30
April 2020 and will be displayed in the previews during the month of April.

The file formats on the FTP will not be impacted, only new values will be introduced in the
current classification fields.

<AN OVERVIEW OF THE CHANGES IS AVAILABLE IN THE ‘IBOXX GLOBAL CLASSIFICATION SCHEMA'’
SUPPLEMENT DOCUMENT>
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2. Bank Tier 2 classification

iBoxx will align subordinated bank debt classification with Basel Ill definitions. The Basel 1l framework
makes the legacy ‘Upper Tier 2’ (UT2) and ‘Lower Tier 2’ (LT2) classifications obsolete, classifying all
Basel Il compliant issuances made from January 2013 onwards as ‘Tier 2’ (T2).

iBoxx will therefore shift the existing UT2 and LT2 seniority classification from Level 2 to the previously
unused level 3 seniority classification fields, for pre January 2013 bonds, and use a broader ‘T2’
classification in Level 2, to capture issuances made prior to and post January 2013.

Existing New

® Seniority Level 1~ Seniority Level 2 Seniority Level 3 _
S SuB uT2 * ; SuB T2 uT2
E SUB LT2 * i SuUB T2 LT2 callable

sSuB LT2 * § SuB T2 LT2 non-callable
E Seniority Level 1~ Seniority Level 2 Seniority Level 3 _
§ suB uT2 * : suB T2 callable
c SuB LT2 * E SUB T2 non-callable

These changes will be effective as of 30 April 2020 rebalancing.

3. Classification of ‘Other Sub-Sovereigns’

The current iBoxx definition for ‘Other Sub-Sovereigns’ is:
‘a government backed issuer from a non-financial sector’

iBoxx is updating this definition as follows, to provide better clarity on broader types of issuance:

‘An issuer from a non-financial sector with explicit or strong
implicit debt guarantee from the state, whose credit rating is
closely correlated with the sovereign rating and expresses a
strong credit uplift based on a high level of support from the
government. iBoxx would expect the issuer credit rating
reflected as no worse than on par or 2 notches below the
sovereign rating.

A ‘strong implicit guarantee’ is defined as an issuer being
100% owned by the state or public-sector, and their debt being
consolidated into state public debt, or the issuer has pre-
existing access to government financing, or funding derived
from tax revenues.

The local regulatory and political framework will be considered
when assessing the classification of state-owned companies.’

As a result of the change in definition, bonds listed in the ‘Other Sub-Sovereigns’ supplement (from
issuers La Poste, Deutsche Bahn, China State Construction) would be reclassified from ‘Other Sub-
Sovereigns’ to ‘Corporate’ classification and will be reviewed for inclusion in the iBoxx indices.

These changes will be effective as of 31 January 2020 rebalancing.

< OUTLINE OF AFFECTED SECURITIES AVAILABLE IN THE ‘IBOXX OTHER SUB-SOVEREIGNS AFFECTED’
SUPPLEMENT SPREADSHEET>
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4. Hybrid Bonds

iBoxx will be redefining the ‘Hybrid’ bonds categorisation to align the treatment for financial and non-
financial bonds with the market and the view of rating agencies.

Under the new definition, bonds will be required to fulfil the following criteria to be considered hybrids:
> Subordinated

> Deferrable coupons

> First non-call period > 5 years

> Either perpetual or ‘long-dated’

o ‘Long-dated’ defined as > 25 years (original maturity)

The updated classification will provide greater granularity on subordinated debt to differentiate between
‘Hybrid’ and ‘Non-Hybrid’ bonds. The iBoxx Components/Underlyings files will reflect this information
as new inner values in the existing fields Seniority Level 3.

Existing New
Seniority L1 Seniority L2 Seniority L3 _
SUB Other * SUB Other Hybrid
'
SUB Other * SUB Other Non-Hybrid

Furthermore, iBoxx currently assumes the first call date as the expected workout date for dated and
undated callable hybrid capital bonds. Instead, iBoxx will assume the first reset date to be the expected
workout date.

The table below outlines the characteristics and treatment of such hybrid bonds:

Bond type >  Fix-to-variable bonds with reset to a commonly
used reference rate

Early redemption feature > Bonds must be callable at par on the reset date
at the option of the issuer

> Earlier call options will be considered in the
calculation of the to-worst analytics

Maturity (assumed) > First reset date

> Extension to the next reset date if not
redeemed

These changes will be effective as of 30 April 2020 rebalancing.
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5. Eligibility of Floaters Linked to New Reference Rates

In June 2019, iBoxx announced the eligibility of bonds linked to Sterling Overnight Index Average
(SONIA) into the Markit iBoxx GBP Liquid Investment Grade Ultrashort Index.

As the respective Intra-Bank Offering Rates (IBORs) are phasing out, several issuers are also
choosing to convert existing or issue new bonds linked to the new Euro Short-Term Rate (ESTR).

iBoxx will continue to monitor the issuance of such ESTR and SOFR-linked bonds. Once issuance and
liquidity are deemed sufficient to enable the support of daily forward curve data on the new ESTR and
SOFR rates, iBoxx will make further announcement as to when such bonds would then become
eligible to existing indices containing EUR and USD floating rate notes, respectively.

6. Zero-coupon bond eligibility

Zero-coupon bonds will become eligible for inclusion into iBoxx EUR liquid indices, provided they meet
all other criteria. There will be no impact on current liquid indices due to other eligibility criteria.

These changes will be effective as of 31 January 2020 rebalancing.

7. Private Placements

As part of the classification of bonds as private placements with consultation of the relevant Index
Advisory Committees (given publicly available information is not always conclusive), iBoxx is clarifying
the criteria across key indicators (material dissemination, deal transparency, notification to market) to
help with such determination:

> the existence of a publicly available issuance price

> the breadth of the offering

> the availability of the offering to the market as a whole

> the availability of the term sheet/marketing materials, whether they were in-line with typical public

offerings

8. Issuer Amount: Rule Clarification

iBoxx is clarifying the treatment related to delayed and pre-empted bond refinancing as part of the
calculation of the ‘issuer amount outstanding’.

Where bonds are due to be repaid on a given month and replaced with new bonds settling in the
following month, the resultant issuer amount outstanding from this refinancing activity is taken into
consideration when comparing to an index’s ‘minimum issuer amount outstanding’ criteria.

In summary:

> New bond inclusions consider issuer amount outstanding at the end of month rebalancing and the
next rebalancing date

> Bonds are excluded from the index when the issuer amount outstanding at the end of the month
rebalancing and for the next rebalancing will be below the specified cut-off amount

The intention is to reduce transaction cost related to unnecessary turnover.

For more information please contact us at indices@ihsmarkit.com.
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Disclaimer

The information in this document is provided "as is." IHS Markit and its affiliates make no warranty,
expressed or implied, including, without limitation, any warranties as of merchantability, fitness for a
particular purpose, accuracy, completeness or timeliness, or as to the results to be obtained by
recipients of the products and services described herein, and shall not in any way be liable for any
inaccuracies, errors or omissions herein. IHS Markit products are governed by the terms and
conditions of the agreements under which they are provided.

Copyright © 2019, IHS Markit. All rights reserved. Any unauthorized use, disclosure, reproduction or
dissemination, in full or in part, in any media or by any means, without the prior written permission of
IHS Markit is strictly prohibited.
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