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Introduction
Dividend yield indexes seek to capture securities 
that exhibit higher than average dividend yields, but 
not all are created equal. Some yield indexes include 
constituents without consideration as to whether 
or not the forecast dividend is likely to persist over 
time, or can become excessively concentrated in 
given regions, industry sectors or individual securities. 
FTSE Russell takes a new approach to address these 
potential drawbacks.

Building a superior income oriented index
The FTSE Sustainable Yield 150 Capped 10% Indexes consider the financial 
and operating strength of prospective constituents to identify those that 
are most likely to pay high and sustainable yields. In order to achieve this, 
the index methodology seeks to identify companies with high financial and 
operating strengths.
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 Dividend Sustainability  
• Industry Biases 
• Concentration 

FTSE Sustainable Yield 150 Capped 10% Indexes

Methodology overview

Key Features
• A family of indexes designed to capture 

constituents delivering relatively high and 
sustainable dividend yield

• The methodology applies criteria to 
address potential drawbacks of traditional 
high yield indexes

• Constituents are ranked by Piotroski 
scores and the top 150 are selected for 
inclusion, resulting in an index of high 
quality equities. 

• Constituents are weighted by float 
adjusted market cap, ensuring liquidity 
and capacity

• The indexes are reviewed semi-annually in 
March and September
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Step 1 – Stock Selection Process
1)  Locate Reasonable Yield: Stocks need to yield more 

than the relevant parent country index to be eligible for 
inclusion. However, very high yielding stocks are more 
likely to experience dividend cuts and therefore stocks 
are excluded if their 12-month forward dividend yield 
(in excess of the relevant industry average) is ≥ 99th 
percentile.

2)  Exclude Dividend Cutters: Historically, data shows that 
stocks with a historic dividend cut are more likely to cut 
their dividends again. Further, a forecast cut is typically 
realized. Stocks which have, or are forecast to, cut their 
dividends are excluded.

3)  Calculate Sustainable Payout Ratio: Historically, data 
shows that very high payout ratios signal an increased 
likelihood of subsequent dividend cuts. Stocks with 
payout ratio ≥ 70% OR ≥ the relevant industry average 
+ 30% are excluded.

4)  Measure Financial and Operating Strength: Stocks 
are scored based on 9 profitability, capital structure 
(i.e. leverage) and operating efficiency metrics. For each 
metric, a stock is assigned a 0/1 score based on “Value 
Investing: The Use of Historical Financial Statement Analysis 
to Separate Winners from Losers”, Piotroski, Journal of 
Accounting Research, 2000.  Companies with a score < 4 
are excluded.

Step 2 – Ranking & Selection
Securities which pass all criteria form the eligible universe. 
Eligible securities are ranked based on their financial and 
operational strength scores, and the top 150 securities are 
selected. In the event of a tie, the stock with the highest 
12 month forward dividend yield is selected until the index 
contains 150 constituents.

Step 3 – Mitigating Over-Concentration
To avoid excessive concentration in individual securities, the 
FTSE Sustainable Yield 150 Capped 10% Indexes cap individual 
constituents at 10% of the total index market capitalization. 
Additionally, industry-specific financial and operating strength 
metrics are applied to avoid industry sector biases.

A basket of securities exhibiting relatively high 
and sustainable dividend yields
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Conclusion
The FTSE Sustainable Yield 150 10% Capped indexes represent an evolution of dividend yield oriented methodologies. The 
indexes were developed to emphasize inclusion of constituents that are likely to provide a sustainable dividend payment 
stream, avoiding high-yielding companies whose ability to maintain strong dividend pay outs is volatile or questionable. 
– commonly known as the ‘yield trap’. By employing industry specific financial and operating strength scores and applying 
10% capping at the constituent level, the methodology seeks to avoid concentration in specific industry sectors or individual 
constituents, while maintaining an accurate market representation, investibility and ease of replication.

The resulting indexes consist of securities exhibiting both relatively high and sustainable yields.
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For more information about our indexes, please visit ftserussell.com.

© 2016 London Stock Exchange Group plc and its applicable group undertakings (the “LSE Group”). The LSE Group includes 
(1) FTSE International Limited (“FTSE”), (2) Frank Russell Company (“Russell”), (3) FTSE TMX Global Debt Capital Markets 
Inc. and FTSE TMX Global Debt Capital Markets Limited (together, “FTSE TMX”) and (4) MTSNext Limited (“MTSNext”). 
All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE TMX and MTS Next Limited. “FTSE®”, “Russell®”, “FTSE Russell®” 
“MTS®”, “FTSE TMX®”, “FTSE4Good®” and “ICB®” and all other trademarks and service marks used herein (whether registered 
or unregistered) are trade marks and/or service marks owned or licensed by the applicable member of the LSE Group or their 
respective licensors and are owned, or used under licence, by FTSE, Russell, MTSNext, or FTSE TMX. 

All information is provided for information purposes only. Every effort is made to ensure that all information given in this 
publication is accurate, but no responsibility or liability can be accepted by any member of the LSE Group nor their respective 
directors, officers, employees, partners or licensors for any errors or for any loss from use of this publication or any of the 
information or data contained herein.

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors make any claim, 
prediction, warranty or representation whatsoever, expressly or impliedly, either as to the results to be obtained from the use 
of the FTSE Russell Indexes or the fitness or suitability of the Indexes for any particular purpose to which they might be put. 

No member of the LSE Group nor their respective directors, officers, employees, partners or licensors provide investment 
advice and nothing in this document should be taken as constituting financial or investment advice. No member of the LSE 
Group nor their respective directors, officers, employees, partners or licensors make any representation regarding the 
advisability of investing in any asset. A decision to invest in any such asset should not be made in reliance on any information 
herein. Indexes cannot be invested in directly. Inclusion of an asset in an index is not a recommendation to buy, sell or hold that 
asset. The general information contained in this publication should not be acted upon without obtaining specific legal, tax, and 
investment advice from a licensed professional.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, 
electronic, mechanical, photocopying, recording or otherwise, without prior written permission of the applicable member of 
the LSE Group. Use and distribution of the LSE Group index data and the use of their data to create financial products require a 
licence from FTSE, Russell, FTSE TMX, MTSNext and/or their respective licensors.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index returns 
shown may not represent the results of the actual trading of investable assets. Certain returns shown may reflect back-
tested performance. All performance presented prior to the index inception date is back-tested performance. Back-tested 
performance is not actual performance, but is hypothetical. The back-test calculations are based on the same methodology 
that was in effect when the index was officially launched. However, back- tested data may reflect the application of the index 
methodology with the benefit of hindsight, and the historic calculations of an index may change from month to month based 
on revisions to the underlying economic data used in the calculation of the index. 

This publication may contain forward-looking statements. These are based upon a number of assumptions concerning future 
conditions that ultimately may prove to be inaccurate. Such forward-looking statements are subject to risks and uncertainties 
and may be affected by various factors that may cause actual results to differ materially from those in the forward-looking 
statements. Any forward-looking statements speak only as of the date they are made and no member of the LSE Group nor 
their licensors assume any duty to and do not undertake to update forward-looking statements.

http://www.ftserussell.com
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To learn more, visit www.ftserussell.com; email index@russell.com, info@ftse.com; 
or call your regional Client Service Team office:

EMEA

+44 (0) 20 7866 1810

North America

+1 877 503 6437

Asia-Pacific

Hong Kong +852 2164 3333

Tokyo +81 3 3581 2764

Sydney +61 (0) 2 8823 3521

About FTSE Russell

FTSE Russell is a leading global provider of benchmarking, analytics and data 
solutions for investors, giving them a precise view of the market relevant to 
their investment process. A comprehensive range of reliable and accurate 
indexes provides investors worldwide with the tools they require to measure 
and benchmark markets across asset classes, styles or strategies. 

FTSE Russell index expertise and products are used extensively by 
institutional and retail investors globally. For over 30 years, leading asset 
owners, asset managers, ETF providers and investment banks have chosen 
FTSE Russell indexes to benchmark their investment performance and create 
ETFs, structured products and index-based derivatives.

FTSE Russell is focused on applying the highest industry standards in index 
design and governance, employing transparent rules-based methodology 
informed by independent committees of leading market participants. FTSE 
Russell fully embraces the IOSCO Principles and its Statement of Compliance 
has received independent assurance. Index innovation is driven by client 
needs and customer partnerships, allowing FTSE Russell to continually 
enhance the breadth, depth and reach of its offering.

FTSE Russell is wholly owned by London Stock Exchange Group.

For more information, visit www.ftserussell.com. 


