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 PowerShares ETFs are subject to special risks. Please refer to the back cover for more complete information.

Fundamental Index ETFs

Broad Market
PRF PowerShares FTSE RAFI US 1000 Portfolio
PRFZ PowerShares FTSE RAFI US 1500 Small-Mid Portfolio

International
PAF PowerShares FTSE RAFI Asia Pacifi c ex-Japan Portfolio
PXF  PowerShares FTSE RAFI Developed Markets ex-U.S. Portfolio
PDN  PowerShares FTSE RAFI Developed Markets ex-U.S. Small-Mid Portfolio
PXH PowerShares FTSE RAFI Emerging Markets Portfolio
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” The point of fundamental indexing (Fundamental Index strategies) 
isn’t to cherry-pick specifi c measures that have historically worked well, 
it’s to build a portfolio that broadly represents the overall economy. 
Fundamental Index Strategies’ main source of added value comes from 
contra-trading against the fads, bubbles, crashes and shifting 
expectations in the market — selling the most popular and trendy stocks 
while buying the feared and loathed companies.”

 Robert Arnott
 Chairman, Research Affi liates®

 
PowerShares ETFs are subject to special risks. Please refer to the back cover for more complete information.

Shares are not FDIC insured, may lose value and have no bank guarantee.
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Until recently there has been little advancement in index-construction methods. The Dow Jones 
Industrial Average, which was fi rst published in 1896, is based on elementary information that 
existed well before the Model T and the Wright brothers’ famous fl ight at Kitty Hawk. The origins 
of the S&P 500 and market-cap-weighted indexes date back to 1923, long before zip codes, 
television, car radios or computers. Today’s traditional benchmark indexes, including those from 
Standard & Poor’s and Frank Russell Co., still typically use market-cap-weighting structures that 
embody this traditional investment approach.

When originally designed, cap-weighted indexes were based on the latest technology available. 
Today, however, we can pinpoint several potential problems inherent in cap-weighted indexes.

Overweights overvalued stocks

The cap-weighted structure forces an investor to overweight overvalued companies and 
underweight undervalued companies. This creates a signifi cant growth bias and investment 
approach contrary to sound investment principles.1

Incorporates market speculation

Market-cap-weighted indexes allow the market to dictate the weight a stock receives in an index. 
This is problematic because market speculation can cause signifi cant mispricing of stocks, which, 
in turn, results in what we believe to be improper weights in the index. A good example of this 
phenomenon occurred during the 1999 to 2000 “tech bubble” when Internet companies’ infl ated 
market caps resulted in index weights far in excess of mainline, established companies. These 
imbalances may be less likely to occur in indexes weighted by their fundamentals.

Mirrors volatility of stock prices

Market-cap-weighted indexes tend to mirror the volatility of stock prices. The market price of 
a stock can be signifi cantly infl ated by multiple factors, such as earnings projections, news and 
speculation. We believe this causes cap-weighted indexes to poorly translate the underlying 
economic size and strength of the companies that make up the overall market.

1 Source: Research Affi liates, “Research Affi liates Fundamental Index®,” 2011
2  Managers believe intrinsic value represents the inherent business value of portfolio holdings during a 

two- to three-year investment horizon based on their estimates of future cash fl ow. Intrinsic value estimates 
are independent of market price, and, as a result, market price may never refl ect intrinsic value estimates, 
especially for an entire portfolio.

Market-Cap Weighting
The Problem

Potential Flaws of Cap-Weighted Indexes

•  Incorporate analysts’ optimistic 
growth projections

• Fully participate in market speculation

• Display substantial growth bias

• Overweights overvalued stocks and 
underweights undervalued stocks 
leading to a drag on performance.

Overvalued 
Overweighted

Undervalued 
Underweighted

Intrinsic Value2

For illustrative purposes only.Source: Research Affi liates®, LLC

Example of a Cap-Weighted Price Dispersion Pattern
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Fundamental Index Strategies
The Solution

The unprecedented advances in technology during the last 20 years have signifi cantly increased 
our knowledge and understanding of the fi nancial markets. Today, relatively new indexes have 
emerged that provide a more accurate measure of the marketplace.

Fundamental Index strategies select and weight stocks in an index according to the fi nancial size 
of a company, not its market cap.

Weight by fundamentals

Unlike traditional benchmark indexes, the FTSE RAFI® Index series uses a weighting structure 
that embodies four fundamental measures of size: sales, cash fl ow, book value and dividends. 
Fundamental Index strategies were created for use in the sophisticated investment approaches 
used by many investment professionals today.

These more advanced portfolio management techniques demand refi ned investment strategies, 
such as Fundamental Index strategies, that provide the full use of robust fi nancial technology in 
seeking to deliver the best portfolio performance and effi ciency possible.

Ignore market speculation

By breaking the link between price and portfolio weight, Fundamental Index strategies do not 
allow the market to dictate the weight a stock receives in an index. By creating an index weighted 
by fundamental factors — sales, cash fl ow, book value and dividends — the Fundamental Index 
strategy tends to avoid market bubbles and other market effects of irrational exuberance.

The Fundamental Index methodology relies on portfolio 
weights derived from multiple fi rm fundamentals (cash 
fl ow, book value, sales and dividends), rather than the 
vagaries of market valuation.

Benefi ts of Fundamental Index Strategies

• Severs the link between price and 
portfolio weight

• Use fundamental variables that don’t 
depend on the fl uctuations of market 
valuation

• May be less infl uenced by market bubbles

• Reduce the performance drag created by 
overweighting overvalued securities and 
underweighting undervalued securities

• Provide an alternative to traditional 
market-cap-weighted indexes

The Fundamental Index Methodology

Fundamental Index methodology, the 
non-capitalization method for creating and 
weighting an index of securities, is the 
patented proprietary intellectual property of 
Research Affi liates®, LLC.

For illustrative purposes only.

Overweighted

Underweighted

Overvalued /
Undervalued

Intrinsic Value

Source: Research Affi liates, LLC

Example of a Fundamental Index Price Dispersion Pattern
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Anchored on Fundamentals

The PowerShares Fundamental Index portfolios are designed to track the FTSE RAFI Index series. 
Companies included in the index series are identifi ed and weighted based on the following four 
fundamental measures of size: sales, cash fl ow, book value and dividends. Index constituents are 
re-weighted annually within each index based on their fundamental size as determined by these 
four fundamental measures. The result is an index that refl ects each company’s current 
economic footprint.

 Sales: A company’s fi ve-year average sales.
 Cash Flow: A company’s fi ve-year average cash fl ow.
 Book Value: A company’s latest available book value.
 Dividends: A company’s fi ve-year average dividend distribution.

Portfolios Anchored by Fundamentals

RAFI strategies provided an anchor from which to contra-trade1 in each of the last two market 
dislocations and prevented “abandoning the losers” during the credit crisis between September 
2008 and September 2009.

Company Valuation: 
Wall Street vs. Main Street

Wall Street Main Street
MARKET 
CAPITALIZATION

SALES

CASH FLOW

BOOK VALUE

DIVIDENDS

See page 7 for a more complete illustration of 
the Fundamental Index methodology.

Why use 
multiple measures?
Not all fundamental indexes are built alike. 
Some are constructed using only a single 
measure of fundamental size. At Invesco 
PowerShares, we believe in a more balanced 
composite approach — one that works to 
provide a more complete picture of a com-
pany’s overall “footprint” in the economy.

The S&P 500® Financials Index is an unman-
aged index considered representative of the 
fi nancial market.

The S&P 500® Information Technology Index 
is an unmanaged index considered representa-
tive of the information technology market.

Source: Research Affi liates, LLC
Data 09/30/2008 through 09/30/2009
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The fi nancials in the RAFI US 1000 were re-
weighted according to their fundamental size 
rather than their overlydepressed prices.

The Collapse and Rebound of Financial Stocks
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1  The annual reconstitution back to a company’s fundamental scale as defi ned by a composite of sales, 
cash fl ow, book value and dividends. This reconstitution forces the portfolio to trim stocks whose prices 
have recently outperformed their fundamentals and add to those stocks that have recently under 
performed their business’ economic footprints.

Source: Invesco PowerShares
Data 12/31/1997 through 12/31/2002
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Index Methodology

Fundamental Index methodology — U.S. application

The Fundamental Index methodology is applied in the domestic markets by ranking all publicly 
listed U.S. companies according to four fundamental measures of company size: sales, cash fl ow, 
book value and dividends.

Stocks ranked 1 to 1,000 are included in the FTSE RAFI US 1000 Index, which underlies the 
broad-market, large-cap PowerShares FTSE RAFI US 1000 Portfolio. The stocks are weighted 
according to their Fundamental Index rank.

Stocks ranked 1,001 to 2,500 are included in the FTSE RAFI US 1500 Index, which underlies the 
broad-market, mid- and small-cap PowerShares FTSE RAFI US 1500 Small-Mid Portfolio. The 
stocks are weighted according to their Fundamental Index rank.

Fundamental Index methodology — International application

The Fundamental Index methodology is applied in the international markets by ranking thousands 
of securities from more than 40 countries according to four fundamental measures of company 
size: sales, cash fl ow, book value and dividends.

The stocks with the highest Fundamental Index rank are selected for their appropriate index and 
weighted according to their rank.

Fundamental Index Methodology

1.  Defi ne universe

INTERNATIONAL 
EQUITY UNIVERSE

U.S. EQUITY UNIVERSE

2.  Rank stocks according to the four 
fundamental factors of company size 
to determine largest 2,500 U.S.-listed 
companies and the largest regional and 
country-specifi c equities.

SALES

BOOK VALUE

CASH FLOW

DIVIDENDS

3.  Companies are identifi ed and assigned 
their appropriate weight relative to
each index.

FTSE RAFI 1000

FTSE RAFI 1500

REGION/COUNTRY SPECIFIC

Research Affi liates
Research Affi liates, LLC was formed by Robert D. Arnott in 2002 to engage in quantitative 
investment research designed to create innovative investment products. Over his 25-year 
career, Arnott has endeavored to bridge two disparate worlds: investment research and the 
practical marketplace.

A widely published writer and contributor to leading fi nancial journals, he has authored and edited 
innumerable articles, publications and books. In recognition of his achievements as a fi nancial 
writer, Arnott has received fi ve awards from the Financial Analysts Journal and two Bernstein-
Fabozzi/Jacobs-Levy awards from the Journal of Portfolio Management and Institutional Investor 
magazine for best articles of the year. Arnott graduated summa cum laude from the University of 
California, Santa Barbara, in 1977 in economics, applied mathematics and computer science.



Beta is a measure of relative risk and the slope of regression.

General Risk Information
There are risks involved with investing in ETFs, including the possible loss of 
money. Shares are not actively managed and are subject to risks similar to those 
of stocks, including those related to short selling and margin maintenance. 
Ordinary brokerage commissions apply. 
The Funds may invest in small- and/or medium-sized companies. Investing in 
securities of small- and medium-sized companies involves greater risk than is 
customarily associated with investing in more established, larger sized companies.
When a Fund is focused in a specifi c industry or sector, it presents greater 
risks than if it were broadly diversifi ed over numerous industries and sectors 
of the economy. 

PowerShares FTSE RAFI International Funds Risk Information
An investment in the securities of non-U.S. issuers involves risks beyond those 
associated with investments in U.S. securities, including, but not limited to: 
greater market volatility, the availability of less reliable fi nancial information, 
higher transactional and custody costs, taxation by foreign governments, 
decreased market liquidity, political instability, negative impact of changes in 
currency exchange rates or foreign governmental regulation. 

Trademarks and Other Information
PowerShares® is a registered trademark of Invesco PowerShares Capital 
Management LLC (“Invesco PowerShares”). Shares of the Funds are not in any 
way sponsored, endorsed, sold or promoted by FTSE International Limited 
(“FTSE”) or by the London Stock Exchange plc (“Exchange”) or by The Financial 
Times Limited (“FT”) or by Research Affi liates LLC (“RA”), and neither FTSE nor 
Exchange nor FT nor RA makes any warranty or representation whatsoever, 

expressly or implicitly, either as to the results to be obtained from the use of the 
Indexes and/or the fi gure at which the said Indexes stand at any particular time 
on any particular day or otherwise. The Indexes are compiled and calculated by 
FTSE in conjunction with RA. However, neither FTSE nor Exchange nor FT nor RA 
shall be liable (whether in negligence or otherwise) to any person for any error in 
the Indexes, and neither FTSE nor the Exchange nor FT nor RA shall be under any 
obligation to advise any person of any error therein. “FTSE” is a trademark of 
the London Stock Exchange plc and The Financial Times Limited and is used by 
FTSE International Limited under license. Fundamental Index®, Fundamentals 
Weighted® and RAFI ® are trade names, patented and patent-pending concepts 
are the exclusive property of Research Affi liates, LLC. US Patent Number 
7,620,577. Patent pending: US-2005-0171884-A1, US-2006-0149645-A1, 
US-2007-0055598-A1.
Invesco PowerShares Capital Management LLC and Invesco Distributors, Inc. are 
indirect, wholly owned subsidiaries of Invesco Ltd.
The S&P 500® Index is an unmanaged index considered representative of the 
U.S. stock market.

Invesco Distributors, Inc. is the distributor of the PowerShares Exchange-
Traded Fund Trust and the PowerShares Exchange-Traded Fund Trust II.

Shares are not individually redeemable and owners of the shares may 
acquire those shares from the Funds and tender those shares for 
redemption to the Funds in Creation Unit aggregations only, typically 
consisting of 50,000 shares.

An investor should consider the Funds’ investment objectives, risks, 
charges and expenses carefully before investing. For this and more 
complete information about the Funds, call 800 983 0903 or visit 
invescopowershares.com for a prospectus. Please read the prospectus 
carefully before investing. 
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