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INDEX METHODOLOGY CHANGES 

The Bloomberg AusBond and NZBond Index Family 

Implementation Details 
 

Bloomberg Indices will make three index methodology changes to the Bloomberg AusBond and NZBond Indices 

in 2016. This document sets out the changes and the expected impact on the indices. Overall, the impact of the 

changes is expected to be minimal. 

The purpose of the changes is to better align the AusBond and NZBond Indices to global standards. This is aimed 

at fostering comparability across different markets; ensuring the indices remain appropriately representative of the 

Australian fixed income market; and enhancing the relevance and usefulness of the indices to investors in 

Australia and globally. 

The methodology changes will take effect on 30 September, 2016. Accordingly, their impact will first appear in the 

October 2016 projected universe (i.e. ‘forward index’) and November 2016 returns universe (i.e. ‘returns index’) 

respectively. Rules changes are not applied retroactively, so historic index levels will remain unchanged; 

however, the rules changes will be applied to both new and existing securities in future rebalances for the indices. 

 

Executive summary of key changes 

The key index methodology changes to be made to the AusBond and NZBond Indices are: 

1. The only types of securitised instruments that will qualify for inclusion in the AusBond Indices are 

those backed by residential mortgages and covered bonds. Commercial mortgage-backed 

securities and asset-backed securities will be excluded. 

2. Maturity dates, rather than call dates, will be used to qualify callable securities for maturity-banded 

subindices. Securities with call features (such as a one-time call feature; discrete call schedule; or 

an anytime-call feature) will be handled in a consistent manner, namely that they will remain in the 

indices until one month prior to their actual maturity unless the call option is exercised. 

3. Expected ratings and comparable issue ratings may be used to qualify securities for the AusBond 

and NZBond Indices when a final rating is not available. This enables new issues to be added to 

the projected universe as soon as sufficient information is available to determine a probable 

investment-grade rating. 
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1. Restriction of securitised instruments to residential mortgages  

Rule change 

The only type of securitised instruments that will qualify for the indices are those backed by residential mortgages 

and covered bonds; commercial mortgage backed securities and asset-backed securities will no longer qualify. 

For avoidance of doubt, two securities currently in the indices, AU300RWHF012 and AU300JEME028, were 

considered asset-backed by UBS but are considered corporate bonds by Bloomberg and remain in. 

 

Impact 

Currently there is one securitised instrument backed by commercial mortgages in the AusBond Indices; there are 

no asset-backed instruments at this time. The NZBond Indices do not include any securitized instruments. As a 

result of this change, there is one commercial mortgage-backed security, ticker: ALEFC, which is expected to fall 

out of the projected universe of the AusBond Inflation Index. This security is expected to exit the AusBond Indices 

on 30 September 2016 for the October projected universe and the November returns universe.  

Residential mortgage-backed securitised instruments will continue to be eligible for inclusion into the AusBond 

Indices if they meet all other membership eligibility criteria.  

Summary information for the affected security and relevant indices is set out in the tables below. All market values 

are reported in AUD as of 30 June 2016. 

ISIN Ticker Issuer Name Coupon Rate Maturity Date Amt Out Market Value 

AU300ALE1016 ALEFC ALE Finance Co 3.40% 20-Nov-2023 111.9M A$ 167.1M 

Note: Market value is as of 30 June 2016 

 

The affected security contributes to the following AusBond Index indices and subindices. It accounts for less than 

1% of the AusBond Inflation index. 

Index Name Index Ticker 
Weight in 

Index 

Index Market Value 
 

Bloomberg AusBond Master 0+ Yr BAMST0 0.02% A$ 1,113,100M 

Bloomberg AusBond Inflation 0+ Yr BAIL0 0.30% A$ 55,801M 

Bloomberg AusBond Inflation Credit 0+ Yr BAIC0 4.51% A$ 3,703M 

Note: Weights and market values areas of 30 June 2016 projected universe 

 

There is a subindex of AusBond which includes only inflation-linked securitised issues (index ticker BAIM0) and 

therefore only includes one bond, ALEFC. As a result of this bond being excluded from AusBond this index will 

not have any constituents. This index will be discontinued after publication on 31 December 2016 as a result of 

this exclusion. 
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2. Standard use of maturity dates for callable securities 

Rule change 

Maturity dates, rather than call dates, will be used to qualify callable securities for maturity-banded subindices.  

Securities with call features (such as a one-time call; discrete call schedule; or an anytime-call feature) will be 

handled in a consistent manner, namely that they will remain in the indices until one month prior to their actual 

maturity date. If a call is announced prior to the month in which the call will occur, the bond will be removed on the 

rebalance date on which it falls below one month to the announced call date; if a call is announced within the 

same month as the call effective date the bond will remain in the index until the call effective date.
1
  

Additionally, maturity dates, rather than call dates, will be used to qualify securities for maturity-banded 

subindices. Securities that are trading to call will be sorted into maturity-band subindices based on their actual 

maturity date, rather than the call date. There will be two exceptions:  

a. Residential mortgage-backed securities (‘RMBS’) will continue to be qualified based on the 

planned early maturity date or refinance date published in the prospectus; and  

b. Securities with a fixed-to-float coupon structure will qualify for the fixed-rate indices only until 

one month prior to the coupon conversation date. Accordingly, for the purposes of sorting by 

maturity-band buckets, the conversion date will continue to be treated as the maturity date.  

This change impacts only bonds with a ‘hard call’; bonds with a ‘soft call’ or ‘early redemption’ feature 

such as a ‘make whole call’, ‘clean-up call’, or regulatory call are not impacted. This change will replace 

inconsistencies in the treatment of callable securities under the current index methodology. 

 

Impact 

There are two bonds in the AusBond Indices (none in NZBond) that are expected to be impacted by this change.  

ISIN Ticker Coupon Rate Maturity Date Index Weight in Index 

AU300DBNF048 DUEAU 2.53% 26 Apr 2018 Credit FRN 0.21% 

AU3CB0232163 QIC 3.75% 24 Feb 2021 Credit 0.18% 

Note: Index weights are as of 30 June 2016projected universe 

 

The table below shows the impact of this change. 

ISIN Ticker Coupon Rate Maturity Date Next Call Date 
Current 

Maturity Band 

Expected 

Maturity Band 

AU300DBNF048 DUEAU 2.53% 26 Apr 2018 25 Oct 2016 n/a n/a 

AU3CB0232163 QIC 3.75% 24 Feb 2021 28 Aug 2020 3-5 3-5 

Note: Table values display expected movement as of 30 September 2016 when rules changes go into effect 

 

In the table above, ticker DUEAU is callable on a quarterly schedule for the last 5 years before it matures. Under 

the current methodology, once in this period, the bond’s maturity date will change every 3 months if the call is not 

exercised. Keeping the standard definition of maturity date provides more consistency in the treatment of 

                                                           
1
 To be clear, a security with an announced call would exit the indices on the earlier of the call effective date and the rebalance 

immediately preceding the month in which the call effective date occurs.  
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securities with this type of structure. For both bonds in the table, the maturity date field will be updated to reflect 

the actual maturity date. As there are no Credit FRN maturity banded subindices, ticker DUEAU will remain in 

only the Credit FRN 0+ Yr Index. The QIC issue is callable 6 months before its maturity date so this change has a 

minimal impact on this security. 

 

3. Expected ratings and comparable issue ratings 

Rule Change 

Expected ratings and comparable issue ratings may be used to qualify securities for the AusBond and 

NZBond Indices when a final rating is not available. This enables new issues to be added to the 

projected universe as soon as they meet all index criteria and sufficient information is available to 

determine a probable investment-grade rating. 

In cases where a final rating has not been assigned, expected ratings and comparable issue ratings provide other 

indications of credit quality which may be used to determine inclusion in the indices. 

 Expected ratings: Bloomberg has licensed the right to generate an ‘Expected Rating’ related to credit 

ratings issued by the credit rating agencies Moody’s and Fitch. The license permits Bloomberg to apply a 

rating to a security based on feedback from reliable sources including the issuer, underwriter, term sheet 

and prospectus.  As the rating is unofficial, these expected ratings are suffixed with an ‘e’ in the 

Bloomberg Professional service to highlight this status. 

o Expected ratings will not be considered if at least one final rating is available. 

o If a bond is awaiting a final credit rating, its expected rating(s) may be used to determine an index 

rating to qualify the bond for inclusion into the AusBond and NZBond Indices. The current ratings 

inclusion criteria will remain unchanged: the most conservative rating is adopted and there must 

be no expected ratings below investment grade. 

o If an expected rating(s) indicates that the bond will not be rated as investment grade, the bond 

will not be eligible for inclusion into the indices. 

 Comparable issue ratings: Securities that have neither a final rating nor an expected rating may be 

imputed with the rating of a comparable bond in the index (i.e. with the same issuer, structure, and 

seniority level) in order to provide an indication of credit quality to qualify the bond for inclusion in the 

AusBond and NZBond Indices. 

This new methodology will apply to bonds issued from 30 September 2016 onwards. Any bonds that are included 

in the indices based on expected ratings or comparable issue ratings will be reviewed at each monthly rebalance 

to confirm that continued inclusion in the indices is appropriate. 

In all cases where expected ratings or comparable issue ratings are considered, Bloomberg may use expert 

judgement in the case of unusual cases and extraordinary circumstances. The projected universe will be updated 

to include new issues without final ratings only after enough information has been gathered to determine a 

probable investment grade rating. If there is any ambiguity in the expected rating(s) or comparable issue ratings 

Bloomberg has the discretion to wait for a final rating to be issued. 
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Further Details 

The current index methodology requires an investment grade rating to be assigned at the security level prior to 

end-of-month rebalancing (i.e. before 5pm Australian Eastern Standard Time (‘AEST’) on the last business day of 

the month). An exception is made for Australian treasury securities which can rely on the sovereign (issuer) rating 

to determine index inclusion if the security level rating is delayed or unavailable. 

The methodology change will enable all bonds to be brought into alignment with Australian treasury securities and 

to enable new issues to enter the indices on a more timely basis. In particular, the amendment will provide funds 

benchmarked against the AusBond and NZBond Indices with more timely information about changes to the next 

month’s returns universe and a greater lead time for adjusting funds accordingly. The requirement of a final rating 

assigned by a credit rating agency prior to the month-end rebalance can create an inappropriate delay between 

the date when a new issue is publicly available and when it is included into the AusBond and NZBond Indices. 

Under the updated methodology, once sufficient information is known about a bond to determine a probable 

investment grade rating, the projected universe can be updated immediately to reflect new issuance or changes in 

the market. The index must provide timely updates to membership to keep current and to accurately reflect the 

investment universe. 

As an example, an $800 million new issue (AU000KFWHAD7; KFW) was announced on 13 January and settled 

on 20 January, 2016. It received a final credit rating during European business hours on Friday 29 January, 2016, 

technically after the 5pm AEST deadline. In that instance, discretion was exercised to re-run the rebalancing 

calculations in order to allow the new issue into the February returns universe. Otherwise, the security would not 

have appeared in the AusBond returns universe until March 2016. Under the index methodology changes, the 

new issue would have received an AAA index rating, imputed from all other Australian dollar KFW MTN securities. 

It would have entered the projected universe closer to its announcement date in mid-January, thereby providing 

greater clarity to the market. The following tables illustrate cases in 2016 where there has been a delay in a 

security entering the Indices due to the lack of a final rating. 
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The impact of this rule change is expected to be predominantly related to timing changes, bringing securities into 

the projected universe and returns universe sooner. 

The securities in the table below were reviewed for inclusion in the AusBond Indices in 2016. All were eventually 

added. 

ISIN Ticker 
Coupon 

Rate 
Maturity Date Issue Date Index Weight in Index 

AU3FN0031357 AMPAU 3.345 24-May-21 24-May-16 Credit FRN 0.34% 

AU3FN0029906 CBAAU 3.44 18-Jan-21 18-Jan-16 Credit FRN 1.58% 

AU3CB0235091 CBAAU 3.5 18-Jan-21 18-Jan-16 Credit 0.19% 

AU3FN0031431 ICBCAS 3.1933 27-May-19 27-May-16 Credit FRN 0.27% 

AU3CB0235166 IFC 3.2 22-Jul-26 22-Jan-16 SupraSov 0.39% 

AU3CB0234581 MP 3.75 9-Jun-26 9-Dec-15 SupraSov 0.14% 

AU3FN0030227 NAB 2.975 25-Feb-19 25-Feb-16 Credit FRN 1.61% 

AU3CB0234730 RY 4.2 22-Jun-26 22-Dec-15 Credit 0.34% 

AU3CB0236446 SEK 3.3 18-Sep-26 18-Mar-16 Credit 0.10% 

Note: Index weights are as of 30 June 2016 projected universe 

 

The table below shows the time lag to include these bonds in their respective indices. A delay of 1-3 months to be 

added was the result of the lag between issuance and availability of final ratings. 

ISIN Issue Date 
Final Rating 

Available 
Index Rating 

Month Added 

to Returns 

Weight in 

Index 

AU3FN0031357 24-May-16 08-Jun-16 A Jul 0.34% 

AU3FN0029906 18-Jan-16 11-Feb-16 AA Mar 1.55% 

AU3CB0235091 18-Jan-16 11-Feb-16 AA Mar 0.18% 

AU3FN0031431 27-May-16 09-Jun-16 A Jul 0.27% 

AU3CB0235166 22-Jan-16 06-Apr-16 AAA May 0.44% 

AU3CB0234581 09-Dec-15 04-Feb-16 AA Mar 0.14% 

AU3FN0030227 25-Feb-16 03-Mar-16 AA- Apr 1.58% 

AU3CB0234730 22-Dec-15 01-Jan-16 AA- Feb 0.33% 

AU3CB0236446 18-Mar-16 23-Jun-16 AA+ July 0.10% 

Note: Index weights are as of 30 June 2016 projected universe 

 

By considering expected ratings and comparable bond ratings, these bonds could have been included in the 

AusBond Indices more promptly following issuance. The table below shows the Index Rating that would have 

resulted from applying the methodology changes.  
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ISIN Issue Date 

Expected 

Rating 

Available 

Comparable 

Issue Rating 

Available 

Index Rating 
Hypothetical 

Month Added 

AU3FN0031357 24-May-16 24-May-16 May A Jun 

AU3FN0029906 18-Jan-16 21-Jan-16 Jan AA Feb 

AU3CB0235091 18-Jan-16 22-Jan-16 Jan AA Feb 

AU3FN0031431 27-May-16 N/A May A Jun 

AU3CB0235166 22-Jan-16 29-Jan-16 Jan AAA Feb 

AU3CB0234581 09-Dec-15 N/A Dec AA Jan 

AU3FN0030227 25-Feb-16 19-Feb-16 Feb AA- Mar 

AU3CB0234730 22-Dec-15 22-Dec-15 Dec AA- Jan 

AU3CB0236446 18-Mar-16 18-Mar-16 Mar AA+ Apr 

 

 

 

 

 

 

 

LEARN MORE 

For additional information and licensing opportunities, type INDEX <GO> on the Bloomberg Terminal or contact 

us at ausbond@bloombergindexes.com 
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