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SECTION 1 
 
 
1.0 INTRODUCTION 
 
1.1 This paper sets out the methodology for the management of the FTSE RAFI Index 

Series, which is calculated in association with Research Affiliates. 
 
1.2 The FTSE RAFI Index Series weights index constituents using specific fundamental 

factors (see section 4.0), rather than market capitalization. The weights are 
therefore not dependent upon price-based stock market-based valuations.   

 
1.3 The following indices are calculated: 
 

• FTSE RAFI US 1000 Index (a currency hedged version is also 
available) 

• FTSE RAFI US Industry Indices 
• FTSE RAFI US 1500 Index 
• FTSE RAFI North America 
• FTSE RAFI Global ex US 1000 Index 
• FTSE RAFI Kaigai 1000 Index 
• FTSE RAFI Country Indices (a currency hedged version is also 

available for Japan) 
• FTSE RAFI Regional Indices 

     
1.4 All FTSE RAFI Indices are calculated end of day. The following FTSE RAFI Indices are 

calculated in real time, and disseminated every 15 seconds. 
 

• FTSE RAFI 1000 Index 
• FTSE RAFI US 1500 Index 
• FTSE RAFI US Industry Indices 
• FTSE RAFI Global ex US 1000 Index 
• FTSE RAFI Eurozone Index 
• FTSE RAFI Canada Index 

  
1.5 Capital and Total Return indices are calculated.   
 
1.6  Unless specifically detailed in this document, all areas of methodology relating to the 

management of the FTSE RAFI Index Series are as detailed in the FTSE Global 
Equity Index Series Ground Rules. The FTSE RAFI Index Series methodology should 
therefore be read in conjunction with the FTSE GEIS Ground Rules. These rules are 
available on www.ftse.com.  
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SECTION 2 
 

 
2.0 INDEX MANAGEMENT 
 
 
2.1 FTSE is responsible for the calculation of the FTSE RAFI Index Series.  FTSE will 

maintain records of the weightings of all constituents and will make changes to the 
constituents and their weightings in accordance with this methodology.  FTSE will 
implement constituent changes resulting from the annual review, or as otherwise 
required by this methodology. 
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SECTION 3 
 
 
3.0 ELIGIBLE SECURITIES 
 
3.1 The universe of eligible constituents is the FTSE Global Equity Index Series (GEIS).
  
3.2 FTSE RAFI US 1000 Index 
 

The FTSE RAFI US 1000 Index will consist of the 1000 US-listed companies with the 
largest fundamental value, selected from the constituents of the FTSE USA All Cap 
Index, part of the FTSE Global Equity Index Series (GEIS).  There is also a currency 
hedged version of the FTSE RAFI US 1000 Index hedged into Canadian Dollars.  For 
further information on FTSE’s currency hedging methodology please contact FTSE 
directly (see Section 7). 

 
3.3 FTSE RAFI US 1500 Index 
 

The FTSE RAFI US 1500 Index will consist of the constituents of the FTSE USA All 
Cap Index excluding the FTSE RAFI US 1000 Index. 

 
3.4 FTSE RAFI US Industry Indices 
 

The FTSE RAFI US Industry Indices will comprise of the constituents of the FTSE 
RAFI US 1000 Index and will be broken down into the following ICB industries: Oil & 
Gas (0001), Basic Materials (1000), Industrials (2000), Consumer Goods (3000), 
Health Care (4000), Consumer Services (5000), Telecommunications & Technology 
(6000 and 9000), Utilities (7000), Financials (8000). 

 
3.5 FTSE RAFI North America Index 
 

The FTSE RAFI North America Index will consist of the constituents of FTSE RAFI US 
1000 Index and the FTSE RAFI Canada Index.  The FTSE RAFI Canada Index 
consists of Canadian companies from the FTSE RAFI Global ex US 1000 Index (see 
Rule 3.11 below). 

 
3.6 FTSE RAFI Global ex US 1000 Index 
 

The FTSE RAFI Global ex US 1000 Index will consist of the 1000 non US-listed 
companies with the largest fundamental value, selected from the constituents of the 
FTSE Developed ex US Index. 

 
3.7 FTSE RAFI Kaigai 1000 Index 

 
The FTSE RAFI Kaigai 1000 Index will consist of the 1000 non Japan-listed 
companies with the largest fundamental value, selected from the constituents of the 
FTSE Developed ex Japan Index. 

 
3.8 FTSE RAFI Europe Index 
 

The FTSE RAFI Europe Index will consist of constituents from each European country 
in the FTSE RAFI Global ex US 1000 Index. 

 
3.9 FTSE RAFI Europe ex UK & Switzerland Index 
 

The FTSE RAFI Europe ex UK & Switzerland Index will consist of constituents from 
each European country but excludes the UK and Switzerland in the FTSE RAFI Global 
ex US 1000 Index. 
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SECTION 3 
 
 

 
3.10 FTSE RAFI Eurozone Index 
 

The FTSE RAFI Eurozone Index will consist of each Euro denominated country in the 
FTSE RAFI Global ex US 1000 Index. 

 
3.11 FTSE RAFI Country Indices 
 

The FTSE RAFI Country Indices will consist of the constituents from each country of 
the FTSE RAFI Global ex US 1000 Index.  There is also a currency hedged version of 
the FTSE RAFI Japan Index hedged into Canadian dollars. For further information on 
FTSE’s currency hedging methodology please contact FTSE directly (see Section 7). 
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SECTION 4 
 
 
4.0 ANNUAL REVIEW OF CONSTITUENTS 
 
4.1 The FTSE RAFI Index Series will be reviewed annually based on data as at the close 

of business on the Tuesday following the first Friday of March, taking into account 
any additions and deletions planned in the underlying indices. 

 
4.2 Changes arising from the annual review will be implemented after the close of the 

index calculation on the third Friday of March each year.  
 

4.3 The review of the FTSE RAFI Index Series, and the calculation of the fundamental 
weighting of a company is carried out as follows, using the following factors as found 
in a company’s annual returns: 

 
 Sales  = company sales averaged over the prior five years 
 Cash Flow = company cash flow averaged over the prior five years  
 Book Value = company book value at the review date 
 Dividends = total dividend distributions averaged over the last five years 
 

(A more detailed description of these four factors is given in Section 6 of these 
rules.) 

 
4.4 The fundamental value is calculated for each company as a whole, rather than for 

individual securities issued by the company. Where a single company is represented 
within the above indices by two or more lines of stock, the company’s fundamental 
value is allocated between these lines of stock in proportion to their free float-
adjusted market capitalizations as of the date of the rebalancing. 

 
4.5 Fundamental data that is not yet available and/or cannot be derived from pre-

existing companies, for example, companies such as recent listings, or recently 
merged companies or investment entities that do not report the necessary 
fundamental values will be ineligible for the FTSE RAFI Index review. 

 
4.6 Steps to be followed 
 

a) Using a stock universe comprising all stocks of the FTSE USA All Cap and FTSE 
Developed Indices: 

 
b) Calculate the percentage representation of each stock using only Sales figures. 
 
c)  Calculate the percentage representation of each stock using Cash Flow figures. 
 
d) Calculate the percentage representation of each stock using Book Value. 
 
e) Calculate the percentage representation of each stock using Dividends. (A stock that 

has not paid a dividend in the past five years will have a percentage representation 
of zero.) 

 
f) For a stock with a non-zero dividend percentage, that stock’s RAFI fundamental 

value is defined as 10,000,000 times the average of the four percentage 
representation figures. For a stock with a zero dividend percentage, that stock’s RAFI 
fundamental value is defined as 10,000,000 times the average of the three 
remaining percentage representation figures (for sales, cash flow, and book value). 

 
g) Rank all stocks in the descending order of their RAFI fundamental values. 
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h)  Select the largest 1000 US companies by RAFI fundamental value. These will be the 
FTSE RAFI US 1000 Index constituents, and their weights in this index will be set 
proportional to their fundamental values. 

 
i) Divide the RAFI fundamental value of each company by its free-float adjusted 

market capitalisation. This is the weighting factor for use in the index calculation. 
 
j) The remaining US companies that are not selected for inclusion in the FTSE RAFI US 

1000 Index will become members of the FTSE RAFI US 1500 Index constituents and 
their weights in this index will be set proportional to their fundamental values. Step 9 
is then repeated. 

 
k) Select the largest 1000 non-US companies by RAFI fundamental value. These will be 

the FTSE RAFI Global ex US 1000 Index constituents and their weights in this index 
will be set proportional to their fundamental values. Step 9 is then repeated. 

 
l) Select the largest 1000 non-Japanese companies from the FTSE Developed Index by 

RAFI fundamental value. These will be the FTSE RAFI Kaigai 1000 Index 
constituents, and their weights in this index will be set proportional to their 
fundamental values. Step 9 is then repeated. 

 
          A full list of indices for the FTSE RAFI Index Series can be found in Section 3.  
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SECTION 5 
 
 
5.0 CHANGES TO CONSTITUENT COMPANIES 
 
5.1 Additions 
 
5.1.1 When a constituent is added to the underlying index universe indices the constituent 

will be considered for inclusion at the next annual review of the FTSE RAFI Index 
Series. 

 
5.2 Deletions 
 
5.2.1 If a constituent of the underlying universe is removed from either the FTSE USA All 

Cap Index or from the FTSE Developed Index, the constituent will be removed 
concurrently from the relevant FTSE RAFI Index Series.  

 
5.3 Splits / Demergers 
 
5.3.1 If a constituent company is split and forms two or more companies, and any of the 

new entities are retained in either the FTSE USA All Cap Index or the FTSE 
Developed Index, those new entities will be retained in the FTSE RAFI Index Series 
with their FTSE RAFI factors calculated such that their overall percentage 
representation within the relevant FTSE RAFI Index remains the same. 

 
5.4 Mergers / Takeovers 
 
5.4.1 If an existing constituent is acquired for eligible shares (or a combination of eligible 

shares and cash) by another constituent, the constituent being acquired is deleted 
on the effective date of the acquisition. The enlarged company will remain a 
constituent of the relevant FTSE RAFI Index with its FTSE RAFI factor adjusted such 
that the new entity retains the same overall percentage representation within the 
relevant FTSE RAFI Index as the sum of the pre-merger entities. 
 

5.4.2 If an index constituent acquires or merges with a non-constituent, the new entity will 
remain in the index with an unchanged RAFI factor. 
 

5.4.3 If an existing constituent is acquired by a non-constituent, for stock, and the non-
constituent is added to the underlying FTSE universe index, the non-constituent will 
be added to the relevant FTSE RAFI indices with its FTSE RAFI factor adjusted such 
that the new constituent retains the same index weight as the original constituent. If 
the event involves cash only, the constituent will be deleted and the non-constituent 
will not be added. 
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SECTION 6 
 

 
6.0      FTSE RAFI Index Series Calculations  
 
6.1 The FTSE RAFI Fundamental value for each stock is applied to the calculation by way 

of the FTSE RAFI adjustment factor, ci. This factor adjusts the conventional 
investable market capitalisation of the constituent to the FTSE RAFI Fundamental 
Weight of the constituent. It is calculated by dividing the FTSE RAFI fundamental 
value for each stock by its free-float adjusted market capitalisation.  

 
6.2 The application of the FTSE RAFI adjustment factor to the conventional investable 

market capitalisation ensures that any actions that may impact the price of a 
constituent (such as rights or scrip issues) are accounted for. 

 
  
 
 Thus:-  
 
 

( )( )

d

cfsep
n

i iiii∑ =
••••

1  

 
 
 
 
 For other factors in this formula please refer to the FTSE GEIS Ground Rules.  
    
  
 
6.3 Descriptions of the RAFI Factors 
 
  

Sales = company sales averaged over the prior five years 
 
Cash Flow = company cash flow averaged over the prior five years, defined

  as Operating Income plus Depreciation 
 
Book Value = company book value at the review date 
 
Dividend = total dividend distributions averaged over the last five years,

  including both special and regular dividends paid in cash 
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SECTION 7 
 
 
 
7.0 Further information on the FTSE RAFI Index Series  
 
 
7.1 Further information on the FTSE RAFI Index Series is available from FTSE 
 
 
7.2 Enquiries should be addressed to: 

 
  
UK 
 
Client Services 
FTSE 
12th Floor 
10 Upper Bank Street 
Canary Wharf 
London 
E14 5PN  
UK 
 
+44 (0) 20 7866 1810 
+44 (0) 20 7866 1804 (fax) 
 
e-mail: info@ftse.com 

 
 

USA – East Coast 
 
Client Services 
FTSE Americas, Inc. 
10th Floor  
1330 Av. Of the Americas  
New York 
NY 10019 
USA 
 
 
888 747 FTSE (Domestic) 
+1 212 641 6190  (fax) 

 
e-mail: infous@ftse.com 

 

USA – West Coast 

 
Client Services 
FTSE Americas Inc. 
251 Post Street, 
Suite 200 
San Francisco, CA 94108 
USA 
 
 
877 747 FTSE (Domestic) 
+1 415 445 5666 (fax)  
 

e-mail: info@ftse.com 

Germany 
 

Client Services 
FTSE 
Nibelungenplatz 3 
60318 Frankfurt 
GERMANY 
 
 
 
+49 69 15685143 
+49 69 15976604 (fax) 

 

e-mail: info@ftse.com 
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SECTION 7 
 

 
 
France 
 
Client Services 
FTSE  
40 rue La Boéte 
75008 Paris    
FRANCE 
 
 
+33 (0) 1 53 76 82 88 
+33 (0) 1 53 76 82 71 (fax) 
 

e-mail: info@ftse.com 
 

Hong Kong 
 
Client Services 
FTSE 
Suite 609-612 
One International Finance Centre 
Hong Kong 
 
 
+852 2230 5800 
+852 2230 5804  (fax) 

e-mail: info@ftse.com 

In Singapore please ring +65 223 3738 

Spain 
 
Client Services 
FTSE  
Paseo de la Castellana 66,  
28046 Madrid 
SPAIN 
 
 
+34 (0) 91 411 37 87 
 

e-mail: info@ftse.com 
 

Japan 
 
Client Services 
FTSE  
Yamato Seimei Building 21F,  
1-1-7 Uchisaiwaicho,  
Chiyoda-Ku 
Tokyo 
JAPAN 
 
 
++81 3 3581 2811  
++81 3 3581 1423 (fax)  

 

e-mail: info@ftse.com 

 
 
 
Research Affiliates can be contacted at :- 
 
Research Affiliates 
800 E Colorado Blvd, Suite 870 
Pasadena 
California 91101 
USA 
 
Tel : + 1 (626) 584 -2100 
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LEGAL NOTICE AND DISCLAIMER 
 
Use of material  
This document and any information contained within it including but not limited to all text, data, tables, graphs and other 
information (“information”) may not be reproduced, redistributed or transmitted, whether in whole or in part, without the prior 
written consent of FTSE. 
Any use or exploitation of the document or the information, for the purpose of creating any financial product or service which 
seeks to match the performance of or whose capital and/or income value is related to the FTSE indices or any part thereof, or 
generally exploit FTSE data or FTSE indices is not permitted unless a written licence from FTSE has been obtained. 
 
Disclaimer 
FTSE does not make any warranties or representations, express or implied, about the information. In particular it does not 
warrant or represent that the information is accurate, up-to-date, comprehensive, verified or complete. FTSE does not accept 
liability for any error, omission or delay in the information or for any reliance placed by any person on the information. FTSE 
shall not be liable for any claims or losses of any nature, arising indirectly or directly from use of the material howsoever arising 
(except to the extent required by law). 
The document is provided for information purposes only. It is not intended as investment or transactional advice or a 
recommendation in relation to same.  Such advice should be obtained from a person authorised under law to advise on or 
undertake investment activity. The information is intended for potential use as an investment tool by financial advisors, fund 
managers, brokers or investment professionals.  
FTSE shall not be responsible or liable for any advice given to third parties, or any investment decisions or trading or any other 
actions taken in reliance on the information. 
FTSE reserves the right to make changes to information contained in this document without further notice. 
 
Rights 
All copyright, trade mark, database and other proprietary rights in the information shall remain the property of FTSE 
International Limited ("FTSE"), Financial Times Limited ("FT"), the London Stock Exchange Plc ("Exchange") and/or any other 
of FTSE's licensors as appropriate. "FTSE", “Footsie” and “FT-SE are a jointly owned trade mark of FT and Exchange and used 
by FTSE under licence. “FTSE  RAFI Index Series”, “FTSE RAFI 1000 Index”, “GEIS”, "Global Equity Index Series", “FTSE USA 
All Cap Index” and other indices referred to in this document are trade or service marks of FTSE and/or its licensors, in the UK 
and elsewhere and whether registered or not.  
“Research Affiliates” and “Fundamental Index” are trade marks of Research Affiliates LLC (“RA”). FTSE Research Affiliates 
Fundamental Indices are calculated by FTSE in conjunction with Research Affiliates LLC (“RA”).  
All copyright in the index values and constituent list vests in FTSE. All rights in and to the RA fundamental weighting 
methodology used in the calculation of the FTSE Research Affiliates Fundamental Indexes vest in RA.   
 
© 2006 FTSE International Limited (“FTSE”).  All rights reserved. 

 


