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Market Consultation: RAFI™ Bonds Indices

Research Affiliates is conducting a market consultation with regard to changing the Index

methodology of the RAFI Bonds Index series, which effects the following indices:

1. RAFI Bonds US Investment Grade 1-10 Index
2. RAFI Bonds US High Yield 1-10 Index
3. RAFI Bonds US High Yield 1-10 CAD Hedged Index

Proposed Changes to the Index Guideline

The following methodology changes are proposed to the following sections of the index

guideline:
Section 3.2.3

From: “If a qualifying issue in either maturity cell is more than 20% larger than the held issue in
that same cell, the larger issue will replace the held issue at month-end provided that the issue
being removed has been in the Index for a minimum of a 12-month holding period. The new

issue will receive the same weight as the issue it replaced.”

To: “If a qualifying issue in either maturity cell is more than 100% larger than the held issue in
that same cell, the larger issue will replace the held issue at month-end provided that the issue
being removed has been in the Index for a minimum of a 12-month holding period. The new

issue will receive the same weight as the issue it replaced.”
Section 3.2.6

From: “If an issue moves between maturity cells (as its tenor decreases) during a month,

resulting in two issues within a cell, the longer call-protected tenor is retained at month-end
unless the alternative issue is more than 20% larger subject to the requirements related to
bonds trading flat of accrued, liquidity, rating, and call protection. This rule supersedes the

minimum 12-month holding period.”

To: “If an issue moves between maturity cells (as its tenor decreases) during a month, resulting
in two issues within a cell, the longer call-protected tenor is retained at month-end unless the

alternative issue is more than 100% larger subject to the requirements related to bonds trading
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flat of accrued, liquidity, rating, and call protection. This rule supersedes the minimum 12-month

holding period.”
Section 3.3.3

From: “The RAFI Bonds indices are calculated in Total Return format with coupon and other
cash payments being reinvested on a daily basis. The Total Return Index calculation is

performed according to the standard rules:”
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To: “The RAFI Bonds indices are calculated in Total Return format with coupon and other cash
payments being reinvested on a monthly basis. The Total Return Index calculation is

performed according to the standard rules:”
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Cash, = CashCoupon; + CashSink; + CashCA;

a
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a Number of bonds in the Index

Al;, Interest accrued of bond i on Business Day t

Amt;, Amount Outstanding of bond i on Business Day t

BaseValue,, Base Market Value of the Index as of Rebalance Day n

CAP;, Capitalization Rate of bond i on Business Day t (only
relevant for Capitalizing Bonds, otherwise the default value
is zero)

CF;sp Capping factor of bond i on Selection Day :

Fixed on the immediately preceding Selection Day and
defined as a parameter used to scale the weight of the
bond

CPAdj;, Variable Coupon Adjustment Factor of bond i on Business
Day t:

If the bond is included in the Index during the Ex-Dividend
Period, the factor is zero; if the bond is a constituent of the
Index during the Ex-Dividend Period, the Variable Coupon
Adjustment Factor equals to the coupon value that will be

paid on the next coupon date (only relevant for bonds with
Ex-Dividend Period, otherwise default value is zero)

CashCA; Aggregated cash consisting of all repayments resulting
from Corporate Actions effective up to and including
Business Day t
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CashCoupon,; Aggregated cash consisting of all coupon payments made
by the Index Components up to and including Business Day
t

CashSink; Aggregated cash consisting of all early repayments of all
Sinkable Bonds up to and including Business Day t

Cash; Aggregated cash consisting of all payments made by the
Index Components up to and including Business Day t. In
relation to Price Return Indices the term Cash includes cash
derived from payments resulting from Corporate Actions
and early repayments of Sinkable Bonds, while Total
Return Indices reflect coupon payments in addition to that.
On the immediately following Rebalance Day, Cash is
reinvested into the Index and the value is set to zero

Cash;, Cash consisting of all payments made by bond i on
Business Day t. On the immediately following Business
Day, Cash is reinvested into the Index and the value is set

to zero
Coupon,,; Coupon value of bond i on Business Day t
FX;, Exchange rate of bond i currency against the Index

Currency on Business Day t

IR;; Inflation ratio of bond i on Business Day t (only relevant for
Inflation-Linked Bonds, otherwise the default value is one)

Index, Index Level on Business Day t

MarketValue, Market Value of Index on Business Day t

n Last Rebalance Day

PriceReturn;, Price Return of bond i on Business Day t
Price;,; Clean Price of bond i on Business Day t
RedemptionPrice;,; Price at which bond i is redeemed as a result of a

Corporate Action effective on Business Day ¢t

SD Last Selection Day

SinkPayment, Value of the early repayment of Sinkable Bond i on
Business Day t. The Sink Payment is calculated as:

Sink Payment; ,=(SinkingFactor;,_, - SinkingFactor;.)
Price;;

SinkingFactor;, Sinking Fund Factor of bond i on Business Day t (only
relevant for Sinkable Bonds, otherwise default value is one)

t Business Day which is between two regular Rebalance
Days
TotalReturn;, Total Return of bond i on Business Day ¢t
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Weight;,

Weight of bond i on Business Day t

Feedback on Proposed Changes

If you would like share your thoughts with Research Affiliates, please use this consultation form,

(individual responses will be kept confidential).

Name

Title

Organization

E-mail

Feedback:

Consultation Procedure

Stakeholders and third parties who wish to participate must respond by 2/3/2023. Subject to

feedback received, the changes to rules 3.3.3 will be effective 2/28/2023 and changes to rules
3.2.3 and 3.2.6 will be effective 3/31/20023.

Please send feedback and/or any questions regarding this market consultation to

RAIndex@rallc.com.

a
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Important Information

The material contained in this document is for informational purposes only. This material is not intended as an offer or
solicitation for the purchase or sale of any security or financial instrument, nor is it advice or a recommendation to enter
into any transaction. Research Affiliates, LLC (“RA”), its affiliates, agents, and each of their respective officers, directors,
employees, agents, representatives and licensors (collectively “Research Affiliates”) does not make any warranties,
express or implied, to anyone regarding the information provided herein, including, without limitation, any warranties
with respect to the timeliness, sequence, accuracy, completeness, currentness, merchantability, quality or fitness for a
particular purpose or any warranties as to the results to be obtained by any third-party in connection with the use of the
information. Nothing contained in this material is intended to constitute legal, tax, securities or investment advice, nor
an opinion regarding the appropriateness of any investment, nor a solicitation of any type. The general information
contained in this material should not be acted upon without obtaining specific legal, tax and investment advice from a
licensed professional. Investors should be aware of the risks associated with data sources and quantitative processes
used to create the content contained herein or the investment management process. Errors may exist in data acquired
from third party vendors, the construction or coding of indices or model portfolios, and the construction of the
spreadsheets, results or information provided. Research Affiliates takes reasonable steps to eliminate or mitigate errors,
and to identify data and process errors so as to minimize the potential impact of such errors, however Research
Affiliates cannot guarantee that such errors will not occur. Use of this material is conditioned upon, and evidence of,
the user’s full release of Research Affiliates from any liability or responsibility for any loss or damage, direct, indirect or
consequential, arising from or related to (i) any inaccuracy or incompleteness in, errors or omissions in the provided
information or (ii) any decision made or action taken by any third party in reliance upon this information. Research
Affiliates shall not be liable to anyone for loss of business revenues, lost profits or any indirect, consequential, special
or similar damages whatsoever, whether in contract, tort or otherwise, even if advised of the possibility of such
damages.

The trademarks Fundamental Index™, RAFI™, Research Affiliates Equity™, RAE™ and the Research Affiliates™
trademark and corporate name and all related logos are the exclusive intellectual property of RA and in some cases
are registered trademarks in the U.S. and other countries. Various features of the Fundamental Index methodology,
including an accounting data-based non-capitalization data processing system and method for creating and weighting
an index of securities, are protected by various patents of RA. (See applicable US Patents, Patent Publications and
protected trademarks located at https://www.researchaffiliates.com/legal/disclosures#patent-trademarks-and-
copyrights, which are fully incorporated herein.) Any use of these trademarks, logos, or patented methodologies without
the prior written permission of RA, is expressly prohibited. RA reserves the right to take any and all necessary action
to preserve all of its rights, title, and interest in and to these marks and patents.

RA is an investment adviser registered under the Investment Advisers Act of 1940 with the U.S. Securities and
Exchange Commission (SEC). Our registration as an investment adviser does not imply a certain level of skill or training.
RA does not offer or sell any securities, commodities or derivative instruments or products. Any such business may
only be conducted through registered or licensed entities and individuals permitted to do so within the respective
jurisdiction and only in conjunction with legally required disclosure documents and regulatory filings. RA is not a broker-
dealer and does not effect transactions in securities.

Notice to wholesale clients in Australia:

RA is exempt from the requirement to hold an Australian financial services license by operation of ASIC Class Order
03/1100: US SEC regulated financial service providers.

© 2023 Research Affiliates, LLC. All rights reserved. Duplication or dissemination prohibited without prior written
permission.
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