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FAQs: FTSE Private Investor Index Series
Methodology Enhancement

1.

Why is FTSE Russell enhancing the methodology of the
FTSE Private Investor Index Series?

FTSE Russell is enhancing the methodology of the FTSE Private Investor Index Series effective on 6
April 2018. The enhancements are in response to private investor/wealth management industry trends
and client feedback, in particular responses we received from our methodology change market
consultation conducted in Q1 2018. The changes are designed with the following goals in mind:

e Expansion of benchmark indexes choices for clients

e Expansion of asset classes

e Index definition reflective of risk tolerance levels of private investor clients
e Arobust, data driven approach for deriving asset allocation

e Improved transparency

e Investability

e Alignment with IOSCO Principles

What are the main aspects of the methodology
enhancements?

Below is a high level summary of the main methodology enhancements. For details, please refer to

Ground Rules at
http://www.ftse.com/products/downloads/FTSE Private Investor Index Series new.pdf?20.

e Asset allocation levels will no longer be derived from peer group surveys. Instead they will be
derived from asset allocation levels of eligible Equity, Fixed Income and Asset Allocation funds
reported in Morningstar Direct Fund Database.

e Definitions of the indexes will change. Currently the Conservative, Income, Balanced and Growth
Indexes are not specifically defined. Going forward, the definitions of these indexes will be reflective
of the historical risk (volatility) levels of eligible funds in the Morningstar database for deriving the
asset allocation for that index.
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¢ The number of indexes within the series will expand from 5 to 7. Specifically, an Ultra Conservative
Index and an Ultra Growth Index will be added to the series. The former will reflect allocations for
eligible fixed income funds while the latter will reflect allocations for equity funds, as reported in the
Morningstar database.

e Asset Classes represented in the series will expand. A few new asset classes will be introduced,
including Global Equities, Sterling Corporate Bonds, Global Bonds and Global ex UK Bonds.

All current asset class categories are retained, with the exception of the Hedge Fund category
(represented by FTSE Custom Hedge Fund Index), which will be replaced as “Other Investments”
category (represented by SONIA with a 2% excess return added).

¢ There will be a number replacements of Component Indexes that are used to represent certain
asset classes. Specifically:

o FTSE Actuaries UK Conventional Gilts up to 15 Year Index will replace FTSE Actuaries UK
Conventional Gilts All Stocks Index to represent the UK Government Bond asset class

o FTSE 350 Real Estate Index will replace FTSE Custom All UK Property Index to represent
the Commercial Property asset class

o SONIA (Sterling Overnight Index Average) will replace GBP 1 Week LIBOR for Cash and
Other Investments asset classes.

e Review frequency of asset allocation levels will change from quarterly to semi-annually. The
review of the Component Indexes (e.g. FTSE All-Share Index and FTSE All-World ex UK Index) will
follow their own respective Ground Rules.

What’s the rationale for using Morningstar Fund Database to
derive asset allocation levels?

The Morningstar Fund Database contains asset allocation information for a broad set of asset Allocation
Funds, Equity Funds and Fixed Income Funds that are available for sale to UK investors. The range and
depths of the database allows us to derive asset allocation levels that are statistically robust, and also
reflective and representative of the broader UK fund management industry.

As Morningstar data is broadly available to subscribing market participants, the process for deriving
allocation levels will be more transparent compared with the previous survey method.

Why does FTSE Russell use a volatility based approach to
define the indexes within the series?

With the existing methodology, the indexes within the FTSE Private Investor Index Series are not
specifically defined. Our conversations with clients clearly suggest that there has been a trend for UK
private investment management firms, wealth managers and financial advisors to recommend investment
choices to their clients based on risk tolerance levels. Correspondingly, there is a strong need for
benchmark indexes that measure performance against portfolios with various risk levels.

Therefore, FTSE Russell will re-define the existing FTSE UK Private Investor Growth, Balanced, Income
and Conservative Indexes, specifically linking them to given risk (volatility) levels. Allocation Funds in the
Morningstar database will be grouped into 4 quartiles based on their historical 3-year weekly return
volatility levels. The asset allocation levels of these indexes will be calculated as the average allocation
levels of funds within the highest, second highest, third highest and the lowest volatility quartile groups.
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We trust this change will offer more clarity to clients on choosing the right benchmark for their portfolio.

Why is FTSE Russell adding two new indexes to the index
series?

Our market consultation indicates a clear demand for a new index with lower risk features compared with
the existing Conservative Index, and a new index with higher risk features compared with the existing
Growth Index. Therefore, FTSE Russell will add an Ultra Conservative Index and an Ultra Growth Index
to the series. The asset allocation levels for these two indexes will be derived from the Morningstar Fixed
Income Funds universe and Equity Funds universe, respectively.

What asset classes will be represented in the index series?
Are there new ones, and replacements?

All current asset class categories are retained, with the exception of the Hedge Fund category which will
be placed by the “Other Investments” category. New asset classes will also be added, including Global
Equities, Sterling Corporate Bonds, Global Bonds and Global ex UK Bonds.

The table below lists relevant asset classes covered by each of the indexes, effective from 6 April 2018.

FTSE Private Investor Asset Type

Index Series

FTSE UK Private UK Government Bonds, Sterling Corporate Bonds, Global ex UK Bonds,

Investor Ultra Cash, Global Equities, Commercial Property, Other Investments

Conservative Index

(New Index)

FTSE UK Private UK Government Bonds, Sterling Corporate Bonds, Global ex UK Bonds,

Investor Conservative Cash, UK Equities, Global ex UK Equities, Commercial Property, Other

Index Investments

FTSE UK Private UK Government Bonds, Sterling Corporate Bonds, Global ex UK Bonds,

Investor Income Index Cash, UK Equities, Global ex UK Equities, Commercial Property, Other
Investments

FTSE UK Private UK Government Bonds, Sterling Corporate Bonds, Global ex UK Bonds,

Investor Balanced Index | Cash, UK Equities, Global ex UK Equities, Commercial Property, Other
Investments

FTSE UK Private UK Government Bonds, Sterling Corporate Bonds, Global ex UK Bonds,

Investor Growth Index Cash, UK Equities, Global ex UK Equities, Commercial Property, Other
Investments

FTSE UK Private Global Bonds, Cash, UK Equities, Global ex UK Equities, Commercial

Investor Ultra Growth Property, Other Investments

Index (New Index)

FTSE UK Private Developed Market Equities, Emerging Market Equities

Investor Global Growth

Index




What component indexes are used to represent the
performance of each of the asset classes?

Each of the asset types listed in Q7 will be represented by a specific index as follows:

Asset Class Component Index

Global Equities FTSE All-World® Index

UK Equities FTSE All-Share® Index

Global ex UK Equities FTSE All-World ex UK Index

UK Government Bonds FTSE Actuaries UK Conventional Gilts up to 15 Year Index
Global Bonds FTSE WGBI-DM Hedged into Sterling
Sterling Corporate Bonds FTSE WorldBIG® GBP Corp Index

Global ex UK Bonds FTSE WGBI-DM ex-UK Hedged into Sterling
Commercial Property FTSE 350 Real Estate Index

Developed Market Equities FTSE Developed Index

Emerging Market Equities FTSE Emerging Index

Cash SONIA

Other Investments SONIA

(For calculating Benchmark indexes, 2% will be added to this rate.)

Why is FTSE Russell replacing the real estate index used for
the Commercial Property Category?

At the moment, the Commercial Property category is represented by the FTSE Custom All UK Property
Index. From 1 February 2018, Commercial Property will be represented by the FTSE 350 Real Estate
Index, which is an existing ICB® Supersector Index within the FTSE UK Index Series, encompassing both
Real Estate Investment & Services and Real Estate Investment Trusts ICB Sectors.

Historical correlation analysis suggests that the FTSE Custom All UK Property Index and the FTSE 350
Real Estate Index has a high level of correlation (>0.8), on a quarterly or semi-annual returns basis.

FTSE 350 Real Estate Index and FTSE Custom All UK Property Index Performance

Index Performance (May 2006-Sept 2017)
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Source: FTSE Russell. Data as at 29 September 2017. Past performance is no guarantee of future results. Please see the end for
important legal disclosures.
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10.

11.

12.

What asset allocation weights will be used for the
enhancements on 6 April 2018?

The asset allocation weights for implementation on 6 April 2018 can be found at:
http://www.ftse.com/products/downloads/FTSE Private Investor Index Series Asset Allocation Levels.

pdf

Will historical index data for the 5 existing indexes continue
to be used?
The historical data for the 5 existing indexes will continue to be used.

For the 2 new indexes (Ultra Conservative and Ultra Growth Indexes), simulated 5-year historical index
data can be provided upon request.

Will the index codes, file formats, and index delivery method
change?

The existing indexes will have the same index codes as before. The two new indexes (FTSE UK Private
Investor Ultra Conservative Index and FTSE UK Private Investor Ultra Growth Index) will have new index
codes to be advised by FTSE Russell in Q1 2018.

The column headings for the Private Investor Index Series will not change. New rows will be added to the
index valuation product files for the new index values.

The index delivery method will continue to be via DDS subscription. Current clients will automatically
have access to the new product files starting from 6 April 2018.

When will the methodology change become effective?
The implementation date for replacing the real restate index will take effect on 1 February 2018.

All other changes will be implemented from 6 April 2018 (start of the new UK financial year).
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For more information about our indexes, please visit ftserussell.com.

© 2018 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.

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.

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.
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About FTSE Russell

FTSE Russell is a leading global index provider creating and managing a wide range of indexes, data and analytic
solutions to meet client needs across asset classes, style and strategies. Covering 98% of the investable market,
FTSE Russell indexes offer a true picture of global markets, combined with the specialist knowledge gained from
developing local benchmarks around the world.

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 investment funds, ETFs, structured
products and index-based derivatives. FTSE Russell indexes also provide clients with tools for asset allocation,
investment strategy analysis and risk management.

A core set of universal principles guides FTSE Russell index design and management: a transparent rules-based
methodology is informed by independent committees of leading market participants. FTSE Russell is focused on
index innovation and customer partnership applying the highest industry standards and embracing the IOSCO
Principles. FTSE Russell is wholly owned by London Stock Exchange Group.

For more information, visit ftserussell.com.

About Morningstar

Morningstar is the copyright owner of the Morningstar information used by FTSE Russell to calculate the data
included in this document. All rights reserved 2017. The Morningstar information contained herein: (1) is proprietary
to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be
accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or
losses arising from any use of this information. Past performance is no guarantee of future results.

About SONIA

SONIA is copyright the Bank of England. The trade marks “Bank of England” and “SONIA” are registered trade
marks of the Bank of England. All Rights Reserved. The SONIA benchmark includes the proprietary information of
the Bank of England and the data comprising the benchmark may not be copied or distributed except as specifically
authorised. The SONIA benchmark is not intended to be relied upon as authoritative or taken in substitution for the
exercise of judgement. The SONIA benchmark is not, and should not be construed as, an offer, bid or solicitation in
relation to any financial instrument. The Bank of England does not guarantee, and expressly disclaims any liability
for, and makes no representations or warranties whether express or implied, as to the currency, accuracy,
timeliness, completeness or fitness for any particular purpose of the SONIA benchmark. The Bank of England
accepts no liability whatsoever for any loss (including, but not limited to any direct, indirect or consequential loss,
whether or not such loss is foreseeable and whether or not the Bank of England has been appraised of the use to
which the SONIA benchmark will be put) howsoever arising from the use, the timeliness of delivery or the failure of
delivery of the SONIA benchmark.

To learn more, visit ftserussell.com; email info@ftserussell.com; or call your regional
Client Service Team office:

EMEA North America Asia-Pacific

+44 (0) 20 7866 1810 +1 877 503 6437 Hong Kong +852 2164 3333
Tokyo +81 3 3581 2764
Sydney +61 (0) 2 8823 3521
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