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Summary
On February 18, 2013, the European Securities and Markets Authority
(ESMA)’s consolidated Guidelines on ETFs and other UCITS issues
(Original Guidelines) came into force. The Original Guidelines were updated
on August 1, 2014 (Revised Guidelines). The rules apply to UCITS ETFs
and index-tracking UCITS, as well as UCITS investing in financial indices.
This document summarizes FTSE Russell’s statement as regards the FTSE
indexes in relation to the Original Guidelines and the Revised Guidelines
clarified in the consolidated Questions and Answers document published on
February 1, 2016 (the Guidelines).
FTSE Russell’s statements are confined to the relevant sections of the
Guidelines, specifically Section V, Guideline 9(a), and Section XIII on
Financial Indices. Where FTSE Russell believes the duty for compliance lies
with the UCITS provider rather than the index administrator, this is noted.
FTSE Russell has endeavoured to provide accurate policy statements
relating to the ESMA Guidelines, however, nothing in this document
constitutes advice, whether legal or otherwise and users of FTSE indexes
should seek their own expert and legal advice regarding guideline
compliance specific to their individual circumstances. This document may be
changed at any time without notice.
Please address any questions or comments on this document to
regulation@ftserussell.com.
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Section V

Index-Tracking UCITS
Guideline 9 (a):
The prospectus of an index-tracking UCITS should include:
(a) a clear description of the indices including information on their
underlying constituents. In order to avoid the need to update the
document frequently, the prospectus can direct investors to a web
site where the exact compositions of the indices are published;

FTSE Russell Statement:
FTSE index methodologies are publicly available on
www.ftse.com/Indices/index.jsp. All indexes include a clear description of the
relevant FTSE index family. Further index descriptions are included in FTSE
index factsheets which are publicly available at
www.ftse.com/analytics/factsheets/Home/Search
FTSE Russell will publish the names of the previous quarter’s constituents,
constituent weights and Sector information that are used as the basis of
UCITS exchange traded funds (UCITS ETFs) and index tracking UCITS on
http://www.ftse.com/Analytics/factsheets/Home/ConstituentsWeights and
http://www.ftse.com/analytics/factsheets/Home/Search in advance of the
next index rebalancing.
Any omissions from the list of indexes for UCITS ETFs and index-tracking
UCITS products should be notified to regulation@ftserussell.com.
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Section XIII

Financial Indices
Guideline 49:
When a UCITS intends to make use of the increased diversification limits
referred to in Article 53 of the UCITS Directive, this should be disclosed
clearly in the prospectus together with a description of the exceptional
market conditions which justify this investment.

FTSE Russell Statement:
FTSE Russell regularly creates indexes that by construction are designed to
comply with UCITS diversification rules, for example those set out in the
UCITS IV Directive, article 52. Where a UCITS wishes to take advantage of
the enhanced diversification limits set out in article 53, FTSE Russell is
willing to participate in discussions with competent authorities in Member
States to determine whether an index is sufficiently diversified and whether it
represents an adequate benchmark for the market to which it refers.
However, it is for the UCITS to indicate whether it believes an index meets
these criteria in a particular Member State.

Guideline 50:
A UCITS should not invest in a financial index which has a single component
that has an impact on the overall index return which exceeds the relevant
diversification requirements i.e. 20%/35%. In the case of a leveraged index,
the impact of one component on the overall return of the index, after having
taken into account the leverage, should respect the same limits.

FTSE Russell Statement:
FTSE Russell publishes constituent weighting information to assist clients in
determining their compliance with this Guideline. The information is
accessible at
http://www.ftse.com/Analytics/factsheets/Home/ConstituentsWeights and
http://www.ftse.com/analytics/factsheets/Home/Search .
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Guideline 51:
A UCITS should not invest in commodity indices that do not consist of
different commodities. Sub-categories of the same commodity (for instance,
from different regions or markets or derived from the same primary products
by an industrialised process) should be considered as being the same
commodity for the calculation of the diversification limits. For example, WTI
Crude Oil, Brent Crude Oil, Gasoline or Heating Oil contracts should be
considered as being all sub-categories of the same commodity (i.e. oil).
Subcategories of a commodity should not be considered as being the same
commodity if they are not highly correlated. With respect to the correlation
factor, two components of a commodity index that are sub-categories of the
same commodity should not be considered as highly correlated if 75% of the
correlation observations are below 0.8. For that purpose the correlation
observations should be calculated (i) on the basis of equally-weighted daily
returns of the corresponding commodity prices and (ii) from a 250-day rolling
time window over a 5-year period.

FTSE Russell Statement:
FTSE Russell indexes can be tailored to meet the appropriate diversification
requirements, for example by constraining the commodity contracts within
the diversification limits.

Guideline 52:
A UCITS should be able to demonstrate that an index satisfies the index
criteria in Article 53 of the UCITS Directive and Article 9 of the Eligible
Assets Directive, including that of being a benchmark for the market to which
it refers. For that purpose:
(a) an index should have a clear, single objective in order to represent
an adequate benchmark for the market;
(b) the universe of the index components and the basis on which these
components are selected for the strategy should be clear to
investors and competent authorities;
(c) if cash management is included as part of the index strategy, the
UCITS should be able to demonstrate that this does not affect the
objective nature of the index calculation methodology.

FTSE Russell Statement:
Guideline 52(a): The objective of any FTSE index is outlined in the relevant
FTSE index methodology and its relevant factsheet; these are publicly
available on www.ftse.com/Indices/index.jsp.
Guideline 52(b): The universe of index components is specified in the
relevant FTSE index methodology; these are publicly available on
www.ftse.com/Indices/index.jsp.
Guideline 52(c): Where cash management is included as part of the index
strategy, this is included in the index methodology. For example, the FTSE
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Risk Target Volatility Indices include cash in order to achieve the index
objective of providing equity exposure with a constant level of risk. This
objective is achieved by varying the allocation of the index between the
underlying equity market and cash. Standard FTSE Global Equity Indices
generally do not include a cash component as part of the index methodology
except where cash is required for the implementation of certain corporate
events.

Guideline 53:
An index should not be considered as being an adequate benchmark of a
market if it has been created and calculated on the request of one, or a very
limited number of, market participants and according to the specifications of
those market participants.

FTSE Russell Statement:
FTSE standard indexes, listed at www.ftse.com/Indices/index.jsp, are
available for license to all market participants on request. FTSE Russell is
willing to provide information on request on the origin of specific indexes.

Guideline 54:
The UCITS’ prospectus should disclose the rebalancing frequency and its
effects on the costs within the strategy.

FTSE Russell Statement:
The rebalancing frequencies of the FTSE indexes are stated in the relevant
FTSE index methodologies and are publicly available on
www.ftse.com/Indices/index.jsp.
The UCITS provider should estimate and disclose the likely costs arising
from rebalancing in the light of the size of the UCITS and the trading
strategies employed.

Guideline 55:
A UCITS should not invest in a financial index whose rebalancing frequency
prevents investors from being able to replicate the financial index. Indices
which rebalance on an intra-day or daily basis do not satisfy this criterion.
For the purpose of these guidelines, technical adjustments made to financial
indices (such as leveraged indices or volatility target indices according to
publicly available criteria) should not be considered as rebalancing in the
context of this paragraph.
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FTSE Russell Statement:
The rebalancing frequencies of the FTSE indexes are stated in the relevant
FTSE index methodologies and are publicly available on
www.ftse.com/Indices/index.jsp.
Relatively few FTSE indexes are rebalanced daily. Examples include the
FTSE Daily Short and Leveraged Indices. These rebalances are based
solely on algorithmic, non-subjective rules described in the relevant FTSE
index methodology, and may be considered “technical adjustments” as set
out in Guideline 54 of the Original Guidelines and clarified in the Q&A issued
on July 11, 2013. Relevant data are published on an ex-ante basis at
http://www.ftse.com/products/indices/Short-and-Leveraged.

Guideline 56:
A UCITS should not invest in financial indices for which the full calculation
methodology to, inter alia, enable investors to replicate the financial index is
not disclosed by the index provider. This includes providing detailed
information on index constituents, index calculation (including effect of
leverage within the index), re-balancing methodologies, index changes and
information on any operational difficulties in providing timely or accurate
information. Calculation methodologies should not omit important
parameters or elements to be taken into account by investors to replicate the
financial index. This information should be easily accessible, free of charge,
by investors and prospective investors for example, via the internet.
Information on the performance of the index should be freely available to
investors.

FTSE Russell Statement:
FTSE index methodologies are publicly available on
www.ftse.com/Indices/index.jsp. All FTSE indexes include a clear description
of the relevant FTSE index family. Further index descriptions and information
on the performance of the index are included in FTSE index factsheets
which are publicly available at
www.ftse.com/analytics/factsheets/Home/Search. FTSE will publish the
names of the previous period’s constituents and constituent weights on
http://www.ftse.com/analytics/factsheets/Home/ConstituentsWeights and
Sector information that is used as the basis of UCITS ETFs and indextracking UCITS on www.ftse.com/Indices/index.jsp/
http://www.ftse.com/analytics/factsheets/Home/Search in advance of the
next index rebalancing.
Any omissions from the list of indexes for UCITS ETFs and index-tracking
UCITS products should be notified to regulation@ftserussell.com.

Guideline 57:
A UCITS should not invest in financial indices that do not publish their
constituents together with their respective weightings. This information
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should be easily accessible, free of charge, by investors and prospective
investors, for example, via the internet. Weightings may be published after
each rebalancing on a retrospective basis. This information should cover the
previous period since the last rebalancing and include all levels of the index.

FTSE Russell Statement:
FTSE will publish, free of charge, index values, the names of the
constituents and constituent weights on
http://www.ftse.com/analytics/factsheets/Home/ConstituentsWeights and
Sector information that is used as the basis of UCITS ETFs and indextracking UCITS on www.ftse.com/Indices/index.jsp/
http://www.ftse.com/analytics/factsheets/Home/Search and index values at
http://www.ftse.com/analytics/factsheets/Home/HistoricIndexValues. This
information will be provided as at the effective date of the previous rebalance
in advance of the next index rebalancing. Where an index does not have a
regular rebalance schedule, for example the UK Gilts index, end of month
constituent weights will be published one month in arrears. Any omissions
from the list of indexes for UCITS ETFs and index-tracking UCITS products
should be notified to regulation@ftserussell.com.

Guideline 58:
A UCITS should not invest in financial indices whose methodology for the
selection and the rebalancing of the components is not based on a set of
pre-determined rules and objective criteria.

FTSE Russell Statement:
FTSE indexes are calculated in accordance with objective rules-based
methodologies. All FTSE index methodologies are publicly available on
www.ftse.com/Indices/index.jsp.

Guideline 59:
A UCITS should not invest in financial indices whose index provider accepts
payments from potential index components for inclusion in the index.

FTSE Russell Statement:
The inclusion of a company in any FTSE index is based solely upon whether
the company meets the requirements of the rules-based FTSE index
methodologies publicly available on www.ftse.com/Indices/index.jsp. FTSE
does not accept payments from potential index components for inclusion in
the index.
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Guideline 60:
A UCITS should not invest in financial indices whose methodology permits
retrospective changes to previously published index values (‘backfilling’).

FTSE Russell Statement:
It is FTSE policy not to overwrite historic index values in the event of a
change of calculation methodology. However, in the rare event of an index
calculation error, for example arising from the late announcement of a
corporate action, FTSE will restate the affected index values in accordance
with its recalculation policy which can be accessed at
http://www.ftse.com/products/downloads/FTSE_Index_Recalculation_Policy
_and_Guidelines.pdf.

Guideline 61:
The UCITS should carry out appropriate documented due diligence on the
quality of the index. This due diligence should take into account whether the
index methodology contains an adequate explanation of the weightings and
classification of the components on the basis of the investment strategy and
whether the index represents an adequate benchmark. The due diligence
should also cover matters relating to the index components. The UCITS
should also assess the availability of information on the index including:
(a) whether there is a clear narrative description of the benchmark;
(b) whether there is an independent audit and the scope of such an
audit;
(c) the frequency of index publication and whether this will affect the
ability of the UCITS to calculate its net asset value.

FTSE Russell Statement:
FTSE will assist the UCITS in its due diligence to make available all relevant
documentation with respect to index methodologies and weightings. With
respect to availability of information on the index:
Guideline 61(a): FTSE index methodologies are publicly available on
www.ftse.com/Indices/index.jsp and include a clear description of the
relevant FTSE index families.
Guideline 61(b): All FTSE indexes are calculated according to specified
procedures and controls as set out in the relevant index methodologies
which are published under www.ftse.com/Indices/index.jsp. FTSE itself is
subject to internal audit by London Stock Exchange Group.
Guideline 61(c): FTSE indexes are published daily according to a specified
schedule. Such schedule is published under www.ftse.com/Indices/index.jsp
using relevant exchange rates which are described under FTSE index
methodologies.
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Guideline 62:
The UCITS should ensure that the financial index is subject to independent
valuation.

FTSE Russell Statement:
Answer 7h in the Q&A published by ESMA on July 11, 2013 clarifies that
index valuation is considered to be independent if the unit that performs the
valuation is functionally independent from the unit responsible for the design
of the index. FTSE confirms that all of its standard indexes are valued by the
FTSE Operations team and this team does not undertake index design.
Answer 7h further requires that the remuneration of the staff undertaking the
valuation is not linked to the performance of the index. FTSE confirms that
no FTSE Operations or FTSE Research teams have their remuneration
attached to the performance of an index.
In addition to these specific points, it should be noted that third party vendors
undertake independent checks on index values. In addition, many clients
with significant assets track FTSE indexes who may perform independent
checks. As a result of their monitoring, even very small discrepancies
between the performance of their portfolios and that of the underlying index
are promptly notified to FTSE so that any discrepancies may be resolved in
a timely manner.
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For more information about our indexes, please visit ftserussell.com.
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© 2016 London Stock Exchange Group companies.
London Stock Exchange Group companies includes FTSE International Limited (“FTSE”), Frank Russell Company
(“Russell”), MTS Next Limited (“MTS”), and FTSE TMX Global Debt Capital Markets Inc (“FTSE TMX”). All rights
reserved.
“FTSE®”, “Russell®”, “MTS®”, “FTSE TMX®” and “FTSE Russell” and other service marks and trademarks related
to the FTSE or Russell indexes are trade marks of the London Stock Exchange Group companies and are used by
FTSE, MTS, FTSE TMX and Russell under licence.
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 the London Stock
Exchange Group companies nor its licensors for any errors or for any loss from use of this publication.
Neither the London Stock Exchange Group companies nor any of their 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 indexes or the fitness or suitability of the FTSE indexes for any particular purpose to which they
might be put.
The London Stock Exchange Group companies do not provide investment advice and nothing in this statement
should be taken as constituting financial or investment advice. The London Stock Exchange Group companies
make no 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
London Stock Exchange Group companies. Distribution of the London Stock Exchange Group companies’ index
values and the use of their indexes to create financial products require a licence with FTSE, FTSE TMX, MTS
and/or Russell and/or its licensors.
The Industry Classification Benchmark (“ICB”) is owned by FTSE. FTSE does not accept any liability to any person
for any loss or damage arising out of any error or omission in the ICB.
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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.
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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.

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

FTSE Russell

North America
+1 877 503 6437

Asia-Pacific
Hong Kong +852 2164 3333
Tokyo +81 3 3581 2764
Sydney +61 (0) 2 8823 3521
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