Smart Beta ETF Strategies
A guide to expanding the investor toolbox

Not FDIC Insured | May Lose Value | No Bank Guarantee

Introduction

When market volatility spikes, many investors tend to recall events like the global financial crisis
and seek out ways to build better portfolios. In their pursuit to help protect core investments, seek
outperformance and reduce fees, investors have increasingly turned to smart beta exchange-traded
funds (ETFs) to meet this demand. The rapid adoption of these strategies has ignited a significant
level of debate around the term itself.
Industry conference agendas are filled with presentations and panels addressing the topic from
numerous angles. Media coverage has exploded covering everything from whether beta can be
“smart” or whether it’s just another marketing gimmick. Additional terms have even been coined
such as alternative beta, advanced beta, strategic beta or even smart beta 2.0.
As investor-driven demand for smart beta ETFs continues to grow at a rapid pace, it’s important to
understand that this concept is not new. Invesco PowerShares helped pioneer these strategies in
2003, and we offer a unique perspective based on time-tested research.
In today’s evolving discussions, we would like to move beyond semantics and provide constructive
education on:

1. Decoding Smart Beta:
Origins, evolution and
how to define

2. Factors at a Glance:
Understanding the
risk/reward continuum
and setting investor
expectations

3. Implementation Ideas:
Ways investors can
utilize smart beta
strategies to help
achieve investment
outcomes

“Once you get past the moniker, some very intelligent people are doing
some very interesting things that intersect the world of active and
passive investing.”
Jerry Kerns, Editor-in-Chief, Morningstar Magazine
“The New Game” Morningstar Magazine, April/May 2014
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Decoding Smart Beta

Origins and evolution
While smart beta has recently become a buzzword, the concept has been around since the
1970s when institutional investors used alternative weighting and factor-driven tools to manage
portfolio risk and return. Through the research of Eugene Fama and Ken French in the early
1990s, risk factors such as size and value, in addition to the market factor, were found to explain
excess returns over extended time frames. Since this groundbreaking research, additional
investment factors have been identified, isolated and delivered in a way that enables investors to
pursue investment performance and/or help manage portfolio risk.
At Invesco PowerShares, we believe 2003 was a crucial turning point in providing individual investors
broad access to these strategies — that’s when they were first introduced in the unitized ETF wrapper.
At the time, we called them “Intelligent ETFs.+” Today, Invesco PowerShares offers more than 80
smart beta strategies, representing over 24% of the total smart beta ETFs in the marketplace.1
This evolution, in our view, is essentially a democratization of access to strategies historically only
available to investors who could meet lofty minimum investment requirements and afford the
associated fees. Through smart beta ETFs, investors can access certain markets at a lower-cost2 and
have the ability to express market views, fine-tune exposures or diversify through core and satellite
positions in pursuit of building better investment portfolios.
Revolution of Index-Based Investing

2000s

First Smart Beta
ETF (2003)6

1990s

First ETF (1993)5

From 2010 to 2014, smart beta
ETFs captured over 18% of US ETF
equity inflows and now represent
12% of total industry assets.
We anticipate that this trend will
continue in 2015.1

1970s

First Index Mutual
Fund (1976)4

1920s

First Market
Cap-Weighted
Index (1923)3

1890s

First Price-Weighted
Index3

For Illustrative Purposes Only.

+ When we say that our ETFs are intelligent, we mean that in several different ways. Please see “Important Information” on page 16 for a more detailed explanation.
1 Source: Bloomberg, L.P. as of Dec. 31, 2014
2 Since ordinary brokerage commissions apply for each buy and sell transaction, frequent activity may increase the cost of ETFs.
3 Source: S&P Dow Jones Indices, djindexes.com
4 Source: Vanguard, vanguard.com
5 Source: State Street Global Advisors, spdrs.com.
6 Source: Guggenheim, Guggenheiminvestments.com; Invesco PowerShares, InvescoPowerShares.com
An investor cannot invest directly in an index. Past performance is not indicative of future results.

Also Known As
•

Alternative Beta

•

Alternative Indexing

•

Strategic Beta

•

Advanced Beta

Common industry definitions
When asked to define smart beta ETFs, investors discuss attributes that include non-market
cap weighted, based upon pre-determined rules, formulaic in their construction, and provide
access to a variety of risk factors. In many ways, investors can view smart beta as a means
to deconstruct investment factors and performance attributes that were historically just
broadly bundled.
Today, these attributes can be accessed in a variety of ETFs for delivery within a broader
portfolio allocation to help pursue achievement of client investment objectives.

Based on
Predetermined Rules ,
Systematically Rebalanced

Not Market
Cap Weighted

Can Track a
Variety of Factors

Invesco PowerShares definition
At Invesco PowerShares, we believe smart beta strategies offer features of both active and passive
worlds, providing investors an expanded menu of portfolio construction tools. Similar to traditional
indexes, smart beta indexes are objective, rules-based and transparent, but may also provide better
risk-adjusted returns relative to a cap-weighted benchmark by allowing investors to capture risk
premia from various factors. Unlike traditional cap-weighted indexes — where a stock’s weight within
the index is determined by its market value or price — smart beta indexes use alternative methods to
determine a stock’s index weight. Examples include equal weighting, fundamentals weighting, and
weighting by single factors such as volatility or momentum.
Employing Features of Both Worlds

•

May outperform a benchmark*

•

Replicates an index with
rules-based methodology

•

Provides broad market exposure

•

Ability to potentially reduce risk
through diversification beyond a
single security**

•

Liquidity6

•

Lower costs7

•

Transparency8

Passive Market-Cap
Weighted

Smart Beta

Active

For Illustrative Purposes Only.

** Diversification does not guarantee a profit or eliminate the risk of loss.
6 Liquidity: Shares are not individually redeemable and owners of the shares may acquire those shares from the Fund and tender those shares for redemption
to the Fund in Creation Unit aggregations only, typically consisting of 50,000, 75,000, 100,000 or 200,000 shares.
7 Low Cost: Since ordinary brokerage commissions apply for each buy and sell transaction, frequent activity may increase the cost of ETFs.
8 Transparency: ETFs disclose their holdings daily.
Beta: is a measure of risk representing how a security is expected to respond to general market movements. For example, a beta of one means that the security is expected to
move with the market. A beta of less than one means the security is expected to be less volatile than the overall market. Betas greater than one are expected to exhibit more
volatility or movement than the general market. Smart Beta: an alternative and selection index based methodology that may outperform a benchmark or mitigate portfolio
risk, or both in active or passive vehicles. *Smart beta funds may underperform cap-weighted benchmarks and increase portfolio risk. There is no assurance that an
investment strategy will outperform or achieve its investment objectives.
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Factors at a Glance

Generally, investors who seek potentially higher returns typically take on potentially higher levels
of risk and usually pay a premium. Typically, active strategies seek to outperform a benchmark by
taking on active risk or constructing portfolios that look different than the benchmark. Traditional
beta strategies typically seek to provide access to the risk and returns of the market, such as
through the S&P 500® Index, at a lower cost. These commonly held principles of investing are
reflected in the “Traditional Paradigm” chart below. However, it’s important to note that in some
cases, actively managed funds don’t stray too far from their benchmarks and thus might actually
exhibit less active risk and return potential.
Invesco PowerShares believes that smart beta ETFs may enhance the way investors access the
market, and that a high-conviction smart beta leader can provide portfolio implementation ideas
to help achieve investment outcomes. It’s within this paradigm that we employ over 80 smart beta
strategies across three broad categories: Single Factor, Multi Factor or Alternatively Weighted, and
Access strategies.
It is important to note that, while some smart beta ETFs are actively managed and may have a
stated objective to outperform a referenced smart beta index, most smart beta ETFs are passively
managed with the objective of tracking respective indexes, not outperforming them. In fact, investors
can generally expect passively managed ETFs to underperform the indexes they track after fees,
regardless of whether they are market-cap-weighted ETFs or smart beta ETFs. However, in our view,
a very important distinguishing feature of smart beta ETFs are the indexes they track. Smart beta
indexes may be designed to either outperform or provide a different risk-adjusted return than a
respective market-cap-weighted benchmark. For this reason, investors should consider the potential
active risks introduced with smart beta indexes as illustrated on the next page.
While smart beta indexes may deliver excess returns compared to market cap-weighted benchmarks
over long time horizons, investment factors can perform very differently depending on the market
environment. This diversity in returns allows investors to help construct well-balanced portfolios
and implement tactical investment ideas suited to their individual investment goals and risk profile.
However, it’s important to understand that factor leadership can change rapidly and emphasizes how
smart beta strategies can be used to gain tactical exposure to short-term trends while offering the
potential for uncorrelated return diversification.

Active Risk

Traditional Paradigm

Unconstrained
Alpha
(i.e. Limitless bottoms
up stock picking)
Constrained
Alpha
(i.e. Limited bottoms
up stock picking)

Market Risk

Style Beta
(i.e. Russell 2000 Index
S&P 500 Value Index)
Classic Beta
(i.e. S&P 500 Index)

Systematic Implementation

For Illustrative Purposes Only.

Active Implementation

Investors can expect strategies
within each category to provide
differing degrees of risk and return
relative to a benchmark.

A Natural Evolutionary Process
Systematically Repackaged Alpha Has Turned it Into Beta …
Just “Smarter”
When investors discuss portfolio risk tolerance with their advisor, it’s important that they understand
where risks are coming from. For example, in constrained and unconstrained alpha methodologies,
risks are introduced through bottoms up stock picking in an attempt to provide a different risk/return
profile than a benchmark. In an unconstrained alpha seeking methodology, a manager can literally
go anywhere to find stocks, and with this approach a number of risks can be introduced such as
sector or country risk. In a constrained methodology, limits are placed on stock selection such as US
domiciled only. As investors gain clarity into sources of portfolio risk introduced, they may decide that
certain risks can be accessed through a smart beta methodology instead.
As noted earlier, the groundbreaking research from Eugene Fama and Ken French identified value
and style as risk factors that explained excess returns over extended time frames. Prior to this, active
managers tilted towards these factors to generate alpha. However, over time, as these risk factors
were better understood they were identified, extracted and repackaged (harvested) in a systematic
way to become “smart beta” instead of “traditional alpha”. Through this natural evolutionary process,
value and style exposures continued to evolve and are now broadly understood and categorized as
traditional beta. In the paradigm depicted, portfolios that replicate a broad market index with little
or no active component (systematic implementations) are taking on market risk. Market risk includes
events such as natural disasters, wars and broad changes in government policies, among others.
Whereas portfolios that attempt to provide a different risk/return profile than a benchmark through
actively managed strategies such as bottoms up stock picking (active implementation) are taking on
active risk.
Today, smart beta is ultimately about providing exposure to risk factors across asset classes that
have also been found to explain additional sources of returns over the long-term. Smart beta
methodologies (regardless of investment vehicle) essentially aim to make risk factors available to
investors in more systematic ways while attempting to provide different risk/return characteristics
than the broad market. This could take the form of seeking outperformance or risk mitigation relative
to a benchmark. When deciding on suitable portfolio allocations, investors should carefully weigh the
risks introduced with the three general methodologies depicted.

Smart Beta

Active Risk

Traditional Beta
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Traditional Alpha

beta
mes
eco
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e
Constrained
Alpha
(i.e. Limited bottoms
up stock picking)

Unconstrained
Alpha
(i.e. Limitless bottoms
up stock picking)

Access
(i.e. Commodity,
Alternatives)
Single Factor
(i.e. Low Volatility,
High Beta)

Market Risk

Multi Factor or
Alternatively Weighted
(i.e. Fundamental)
Style Beta
(i.e. Russell 2000 Index
S&P 500 Value Index)
Classic Beta
(i.e. S&P 500 Index)

Systematic Implementation

Other Examples:
•

Dividend

•

High Quality

Other Examples:

•

Buyback

•

Fundamentals
Weighted

•

Momentum

•

Equal Weighted

•

Quantitative Weighted

•

Alternatively Weighted
Fixed Income

Other Examples:
•

Multistrategy
Alternatives

•

Equity Hedge/
Tail Risk

•

Other Alternatives

Active Implementation

For Illustrative Purposes Only. For more specific definitions of these factors, please see the Glossary & Terms section at the end of this guide. Commodities,
currencies and futures generally are volatile and are not suitable for all investors. Alternative strategies typically are subject to increased risk and loss of
principal. Consequently, investments such as ETFs which focus on alternative strategies are not suitable for all investors. Low volatility cannot be assured or
guaranteed. An investment cannot be made directly into an index.
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Implementation Ideas

Smart beta ETFs can be used as core and/or satellite investments in virtually unlimited ways
to construct portfolios in pursuit of desired investment outcomes. Many investors implement
traditional long-term core holdings to access market returns and help reduce costs while aligning
with individual risk tolerances. Others might see a benefit in short-term tactical adjustments based
on current market outlook. When implementing investment objectives, it is essential that investors
understand how factors may perform in different market cycles and may affect the overall
performance of a portfolio. This is where financial advisors play a vital role in determining the
optimal portfolio allocations for their clients.
Long-term core allocation
When developing a long-term core portfolio allocation strategy, a financial advisor might begin
by selecting smart beta equity and fixed income strategies in allocations that align with an
investor’s specific wealth accumulation goals, income needs and tolerance for risk. Further
refining the core allocation, an advisor might suggest selections that allow an investor to pursue
a particular investment bias (i.e., growth over value, corporate bonds over government-backed
securities or international markets over domestic markets, etc.).
In early 2015, the markets saw another spike in volatility. For long-term buy-and-hold investors
whose long-term wealth accumulation and preservation goals are largely determined by avoiding
large portfolio losses, a core allocation to low-volatility or downside hedge strategies might help
provide downside protection, upside participation and a little smoother ride. When considering a
strategy for a long-term holding, it’s imperative that investors consider time-tested track records.
In-depth evaluations will likely reveal that not all “low-volatility” strategies are alike and can deliver
very different return profiles.

Opportunistic

•

Build a diversified core with singlefactor or multi-factor/alternatively
weighted strategies

•

Tactically adjust market exposure
based on market outlook with the
objective of achieving portfolio
outperformance

Aggressive

Core

Cautious
Defensive

For illustrative purposes only.

Tactical satellite allocation
The satellite portion of a portfolio is generally considered to be the actively managed component,
and is used to capture the performance of specific market segments that an investor believes
will enhance the portfolio’s overall performance, either through lower correlation of asset
classes or through attempts to add alpha and/or reduce volatility. Investors concerned about
the uncertainty of interest rates might consider fixed-income ETFs that may allow for more
responsiveness to changing market conditions given their liquidity6, flexibility and transparency8.
Should an investor prefer to tactically adjust their allocation in other ways, the following table
provides additional ideas for smart beta strategies that may be appropriate during certain
market conditions.

This does not constitute a recommendation of the suitability of any investment strategy for a particular investor. Investors should consult their Financial Advisors
before making any investment decisions. Diversification does not ensure a profit or eliminate the risk of loss.
6 Liquidity: Shares are not individually redeemable and owners of the shares may acquire those shares from the Fund and tender those shares for redemption
to the Fund in Creation Unit aggregations only, typically consisting of 50,000, 75,000, 100,000 or 200,000 shares.
8 Transparency: ETFs disclose their holdings daily.

Essentially, the role of an advisor
can be summed up in four simple
words: “Advisors are the Alpha.”

Key considerations in achieving desired outcomes
In a core/satellite strategy, the percentage of the total portfolio allocated to satellite investments
and the weightings of those allocations are at the discretion of the investor. Of course, trading
costs should be carefully considered before implementing any investment strategy. As individual
sector returns can be more or less volatile than the core portfolio, investors should regularly
monitor performance and discuss adjustments with their advisor.
There are a wide variety of strategies that can be used to position portfolios depending on an
investor’s outlook. Below we provide a summary of various market and economic conditions and
which smart beta methodologies may be appropriate during these economic conditions.
At Invesco PowerShares, it is our conviction that consideration of the appropriate mix of asset
classes (equity, fixed income, alternatives), investment styles (active and passive) and vehicles
(mutual funds, ETFs, separate accounts) can have a tremendous impact on achieving investment
objectives and desired outcomes. Essentially, the role of an advisor can be summed up in four
simple words: “Advisors are the Alpha.”
Smart Beta for Various Market Conditions
Bull Market
High Beta
Buyback
Fundamental
Momentum

vs.

Bear Market
Low Volatility
High Quality

Increasing Fed Funds Target
Momentum
High Beta

vs.

Decreasing Fed Funds Target
High Dividend
Low Volatility

Yield Curve Steepens
High Quality
Low Volatility

vs.

Yield Curve Flattens
High Beta
Value

Credit Spread Narrows
High Beta
Fundamental

vs.

Credit Spread Widens
Low Volatility
High Dividend

Higher Market Volatility
Low Volatility
High Quality
Momentum

vs.

Lower Market Volatility
High Beta
Buyback

Falling Oil Prices
High Quality
Low Volatility

vs.

Rising Oil Prices
High Beta
Momentum

For Illustrative Purposes Only. These ideas are presented based on historical smart beta methodology index performance. An investment cannot be made directly into an
index. Index returns do not reflect any fees, expenses or sales charges. Nor do they represent fund performance.
This should not be construed as investment advice nor as a recommendation of a particular strategy or product. Consult with your financial advisor before making any
investment decisions.
High Beta utilizes a beta-weighted methodology to increase exposure to market movements of a benchmark without incorporating leverage. BuyBack tracks US companies
that consistently repurchase their own outstanding shares. High Dividend ranks securities by their dividend yield while seeking to increase overall portfolio yield and potential
for improved price performance. Momentum ranks securities relative to peers, utilizing relative strength methodology to identify the strongest and weakest investment
trends. Low Volatility utilizes volatility rankings while seeking to minimize the effects of market fluctuations. High Quality focuses on companies that have a Standard
and Poor’s quality ranking of A-* or above which have historically exhibited higher sharpe ratios and lower volatility. Fundamentals weighted ranks all publicly listed US
companies according to four fundamental measures of company size: sales, cash flow, book value and dividends.
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A Proven Leader With a Time-Tested Track Record

Given the rapid adoption of smart beta strategies — and how quickly many providers have
introduced them to meet the growing demand — it’s vital that investors understand the
expanded tool set now available. In 2003, Invesco PowerShares introduced our first smart
beta ETF and has since introduced many of the first smart beta ETFs available today. We draw
on an unparalleled depth of experience rooted in academic research that spans over a decade
with live smart beta index and fund performance history.

A majority of institutional decision
makers plan to increase use of ETFs,
and smart beta ETFs stand to grow
at the highest rate.9

Invesco PowerShares is a high-conviction, smart beta leader with a track record of meeting clients’
needs through innovative product offerings. We have the largest and broadest set of smart beta
ETFs with the longest track record. Today, we provide three ways to access smart beta strategies.

Invesco PowerShares Unparalleled Leadership
Smart Beta Assets

• PowerShares
Number of ETFs

16%

Number with 5-Year Record

24%

38

60

83

$

billion in smart
beta franchise
assets

84%

• Industry Remainder

smart beta
ETFs

67%

33%

smart beta ETFs with
at least a 5-year
track record*

76%

*Provider with 2nd
Largest Offerings: 32
Source: Bloomberg L.P., as of Dec. 31, 2014
Industry remainder represents all ETF products that meet this criteria, excluding PowerShares smart beta products. The smart beta category includes ETFs
that have an alternative and selection index based methodology that seeks to outperform a benchmark or reduce portfolio risk, or both. Industry remainder
represents all ETF products that meet this criteria, excluding PowerShares smart beta products. Smart beta funds may underperform cap-weighted
benchmarks and increase portfolio risk.

* Represents the number of funds in the PowerShares ETF Family that utilize the corresponding methodology introduced.
9 Cogent Research, ETF Thought Leadership: Identifying ETF Investment Strategies & Needs Among Institutional Investors as of Oct. 11, 2013

Three Ways to Access Smart Beta Strategies
Smart Beta ETFs
Over 80 Investment Solutions
•

Broadest offerings across:

Hypothetical Models+
Strategic Smart Beta ETF Portfolios
•

Asset allocation ideas created by Invesco
Solutions team for financial advisors

•

Balanced-risk approach across global
asset classes

— Access
— Single Factor
— Multi Factor or
Alternatively Weighted
•

Core and satellite positions commonly
used to:
— Express market views
— Fine tune exposures
— Diversify portfolios

•

Allocation ideas based on
risk tolerances:
— Conservative
— Moderate

Unit Trusts
PowerShares SmartBeta Portfolios
•

Created by Invesco Solutions team,
which employs
— Rigorous historical quantitative analysis
— Qualitative capabilities review
— Market dynamics assessment overlay

•

Three unique portfolios designed
to meet a range of income and
growth needs

— Aggressive

Financial Advisors Can Access
In-Depth Smart Beta Research

www.pwr.sh/sbresearch

800 983 0903

info@powershares.com

Invesco Unit Investment Trusts are distributed by the sponsor, Invesco Capital Markets, Inc. and broker dealers including Invesco Distributors, Inc. Both firms are
indirect, wholly owned subsidiaries of Invesco Ltd.
+ The Hypothetical Models are not funds or investments. They are provided for informational purposes only, do not represent any actual account, or the results of
any actual trading. For informational purposes only and should not be construed as investment advice nor as a recommendation of a particular strategy or product.
Hypothetical Models are strategies that must be implemented by a Financial Adviser.
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Glossary & Terms

Alpha: Is a measure of performance relative to
the market. An alpha of 1.0% means the fund
outperformed the market 1.0%. A positive alpha
is the extra return awarded to the investor for
taking additional risk rather than by accepting
the market return.
Alternatively Weighted Fixed Income:
Assigns issuer weights based upon alternative
weighting methodologies including equal,
fundamental or other non-market-capitalization
weighting approaches.

Factor Driven: A method of using objective style
determinates, such as book value, cash flow,
sales and dividends, within an index in attempt to
achieve mutually exclusive security selection.
Fundamentals Weighted: Ranks all publicly listed
US companies according to four fundamental
measures of company size: sales, cash flow,
book value and dividends.

Beta/Traditional: Is a measure of risk
representing how a security is expected to
respond to general market movements.

Liquidity: Is characterized by a high level of
trading activity and is a measure of the degree to
which an asset or stock can be bought or sold in
the market without affecting its asset price. Assets
or stocks that can be easily bought or sold are
known as liquid assets.

High Beta: Utilizes a beta-weighted methodology
to increase exposure to market movements of a
benchmark without incorporating leverage.

Low Cost: Since ordinary brokerage commissions
apply for each buy and sell transaction, frequent
activity may increase the cost of ETFs.

Buyback: Tracks US companies that consistently
repurchase their own outstanding shares used by
institutions and active managers for decades.

Low Volatility: Utilize volatility rankings
while seeking to minimize the effects of
market fluctuations.

Constrained Alpha: Refers to a method of seeking
portfolio performance relative to the market while
limiting investments in certain market segments
or sectors.

Momentum: Ranks securities relative to peers,
utilizing relative strength methodology to identify
the strongest and weakest investment trends.

Correlation: Indicates the degree to which two
investments have historically moved in the same
direction and magnitude.
Dividends/High Dividend: Shows how much a
company pays out each year to shareholders
relative to its share price. Companies
characterized as high dividend tend to issue higher
annual payouts.
Dividend Yield: The yearly dividend per share
divided by the market price at the time of
purchase. It is the ratio that shows how much a
company pays out in dividends each year relative
to its share price.
Excess Return: The rate of return that an investor
can expect to receive on a security in excess
of the risk-free rate for taking on additional risk
compared to a benchmark.
Equal Weighted: Assigns issuers in equivalent
amounts.

Multi-Strategy Alternatives: Seek positive low
correlations returns compared to the broader
market through investments in a combination
of strategies, that could include a combination
of securities.
Net Asset Value (NAV): The total value of a
fund’s portfolio holdings per share or unit. Most
mutual funds calculate their NAVs once per day,
after the market close. Many ETFs calculate an
indication of their NAVs throughout the trading
day, in addition to calculating their NAVs once per
day, after the market close.
Non-Market-Cap Weighted: assign weights
to stocks based on factors other than market
capitalization in an attempt to reduce the risk
of overexposure to a certain sector or group of
stocks.
Price Weighted: Price/Dollar weighted is a
type of index in which each stock`s influence is
proportionate to its price per share. The index
value is calculated by adding the prices of each
stock and dividing that sum by the number of
index components. Stocks with a higher price have
more weight in the index and, therefore, greater
influence over index performance.

Glossary & Terms

Market-Cap-Weighted: A type of index in which
individual components are weighted according
to market capitalization. Index value can be
calculated by adding the market capitalizations of
each index component and dividing that sum by
the number of securities in the index.
Quality/High Quality: A ranking that reflects the
long-term growth and stability of a company’s
earnings and dividends. Focuses on companies
that have a Standard and Poor’s quality ranking
of A-* or above which have historically exhibited
higher sharpe ratios and lower volatility.
*Standard and Poor’s quality rankings reflect
the long-term growth and stability of a
company’s earnings and dividends in a
range from A+ (highest) to C (lowest), with a
ranking of D reflecting in reorganization and LIQ
represents liquidation. See standardandpoors.
com for additional information.
Quantitative Weighted: A type of rules-based
index in which individual components are
weighted according to a variety of factors, such
as volatility and momentum, in an attempt to
generate excess return.
Risk Premiums/Premias: The rate of return that
an investor can expect to receive on a security
in excess of the risk-free rate for taking on
additional risk.
Sales: Is a measure of revenue that a company
produces during a specific period of time, which
is usually defined as a quarter or a year.
Smart Beta: An alternative and selection index
based methodology that may outperform a
benchmark or reduce portfolio risk, or both in
active or passive vehicles. Smart beta funds may
underperform cap-weighted benchmarks and
increase portfolio risk.

Style Beta: Refers to exposure beta exposures
to specific investment styles. Beta is a deliberate
measure of risk representing how a security
is expected to respond to general market
movements.
Tax Efficiency: A measure of performance for
an investment or a fund that is calculated by
dividing the after-tax return (for a high-tax
bracket investor) by the pre-tax return.
Invesco PowerShares does not offer tax
advice. Please consult your own tax advisor for
information regarding your own tax situation.
The Russell 2000® Index: Is an unmanaged
index considered representative of small-cap
stocks. The Russell 2000 Index is a trademark/
service mark of the Frank Russell Co. Russell® is a
trademark of the Frank Russell Co. An investment
cannot be made directly into an index.
The S&P 500® Value Index: Is an unmanaged
index considered representative of the U.S. value
market. An investment cannot be made directly
into an index.
Transparency: ETFs disclose their holdings daily.
Unconstrained Alpha: Refers to a method of
seeking portfolio performance relative to the
market without limits to investing in certain
market segments or sectors.
Value: Is a measure of a stock that trades
for less than its net asset value (NAV) and
is usually identified by lower-than-average
price-to-book or price-to-earnings ratios
and/or high dividend yields.
Volatility: The annualized standard deviation
of monthly index returns.

Sales: Is a measure of revenue that a company
produces during a specific period of time, which
is usually defined as a quarter or a year.
Sharpe Ratio: Is a risk-adjusted measure
calculated using standard deviation and excess
return to determine reward per unit of risk.
A higher Sharpe ratio indicates better risk
adjusted performance.
Standard deviation: Standard deviation
measures a fund’s range of total returns and
identifies the spread of a fund’s short-term
fluctuations.
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Important Risk Information
+When we say that our ETFs are intelligent, we
mean that in several different ways:
One of our largest family of ETFs is based on
Intellidexes™ — dynamic indexes that use rules-based
quantitative analysis to choose stocks for their
capital appreciation potential. We believe this is an
intelligent way for an index to select stocks.
Our ETFs based on FTSE RAFI® indexes weight
stocks according to fundamental economic factors.
We believe this is a more intelligent weighting
method than market-cap weighting. Furthermore,
our Fundamental Index ETFs are based on four
factors — sales, cash flow, book value and dividends
— which we believe is a more balanced, intelligent
approach than weighting stocks according to just
one fundamental measure.
We also have a wide range of ETFs that target
narrow slices of the market (Intelligent Access) —
from niche industries to specific world regions.
For investors who are interested in these niches, we
believe ETFs — which invest in multiple companies
within a market sector — may offer a more
intelligent investment approach than stock picking.
Commodities: Commodities and futures generally
are volatile and are not suitable for all investors.
Funds focusing on a single sector generally
experience greater price volatility. Commodities
are speculative and involve a high degree of risk.
An investor may lose all or substantially all of an
investment in a commodities fund.
Multi Strategy Alternative and Other Alternative:
Alternative strategies typically are subject to
increased risk and loss of principal. Consequently,
investments such as exchange-traded funds which
focus on alternative strategies are not suitable for
all investors.
Equity Hedge/Tail Risk: Some Benchmark
Strategies attempt to hedge out broader exposure
to their respective asset classes by short positions
in futures, forwards, individual stocks, or other
securities. These hedges may not always be
effective, can result in unexpected exposures and
potential losses, and may act to magnify losses.
Low Volatility: Volatility is a statistical measurement
of the magnitude of up and down asset price
fluctuations over time. Of course, low volatility
cannot be guaranteed.
High Dividend: Securities that pay high dividends
as a group can fall out of favor with the market,
causing such companies to underperform companies
that do not pay high dividends.
High Yield/Quality: High-yield securities have
additional risks, including interest-rate changes,
decreased market liquidity and a larger amount of
outstanding debt than investment-grade securities.
Buyback: Buyback strategies are characterized by
companies that consistently repurchase their own
outstanding shares of common stock. Common
stock risk is the financial risk that the value of an
individual company’s stock may fall as a result of
factors directly relating to that company, such as
decisions made by its management or lower demand
for the company’s products or services. Common
stocks may decline significantly in price over short
or extended periods of time.
Momentum: The momentum style of investing is
subject to the risk that the securities may be more
volatile than the market as a whole, or that the
returns on securities that have previously exhibited
price momentum are less than returns on other
styles of investing.

High Beta: Beta investing entails investing in
securities that are more volatile based on historical
market index data.
Sector & Industry: Investments focused in a
particular industry are subject to greater risk, and
are more greatly impacted by market volatility than
more diversified investments.
International: The risks of investing in securities of
foreign issuers, including emerging market issuers,
can include fluctuations in foreign currencies,
political and economic instability, and foreign
taxation issues.
Fundamentals Weighted Fixed Income: Fixedincome securities, such as notes and bonds, carry
interest rate and credit risk. Interest rate risk refers
to the risk that bond prices generally fall as interest
rates rise and vice versa. Credit risk is the risk of
loss on an investment due to the deterioration of an
issuer’s financial health.
Fixed Income: Fixed income securities, such as
notes and bonds, carry interest rate and credit risk.
Interest rate risk refers to the risk that bond prices
generally fall as interest rates rise and vice versa.
Credit risk is the risk of loss on an investment due to
the deterioration of an issuer’s financial health.
Equity: In general, equity values fluctuate,
sometimes widely, in response to activities specific
to the company as well as general market, economic
and political conditions.
Trademarks & Other Information
PowerShares® is a registered trademark of Invesco
PowerShares Capital Management LLC (Invesco
PowerShares). Invesco PowerShares Capital
Management LLC and Invesco Distributors, Inc. are
indirect, wholly owned subsidiaries of Invesco Ltd.
Investors should be aware of the risks associated
with data sources and quantitative processes used
in our investment management process. Errors may
exist in data acquired from third party vendors,
the construction of model portfolios, and in coding
related to the index and portfolio construction
process. While Research Affiliates takes steps to
identify data and process errors so as to minimize
the potential impact of such errors on index and
portfolio performance, we cannot guarantee that
such errors will not occur.
“Fundamental Index®” and/or “Research Affiliates
Fundamental Index®” and/or “RAFI” and/or all other
RA trademarks, trade names, patented and patentpending concepts are the exclusive property of
Research Affiliates, LLC.
S&P®, S&P 500®, S&P 500 Low Volatility Index®,
S&P 500 High Quality®, S&P 500 High Beta
Aristocrat® and S&P 500 High Beta® are registered
trademarks of Standard & Poor’s Financial Services
LLC and have been licensed for use by S&P Dow
Jones Indices and sublicensed for certain purposes
by Invesco PowerShares. The Fund is not sponsored,
endorsed, sold or promoted by S&P Dow Jones
Indices LLC, S&P or their respective affiliates and
neither S&P Dow Jones Indices LLC, S&P or their
respective affiliates make any representation
regarding the advisability of investing in such
product(s).
The NASDAQ US Broad Dividend Achievers Index
is a trademark of NASDAQ OMX Group, Inc.
and is licensed for use by Invesco PowerShares
Capital Management LLC in connection with the
PowerShares Dividend Achievers Portfolio. The Fund
is not sponsored or endorsed by NASDAQ OMX
Group, Inc., and NASDAQ OMX Group, Inc. makes
no warranty or representation as to the accuracy
and/or completeness of the Index or results to be
obtained by any person from use of the Index or the
trading of the Product.

The Technical Leaders™ Ranking System is a
trademark of Dorsey, Wright & Associates, LLC
that is licensed to Invesco PowerShares Capital
Management LLC. This product is not sponsored,
recommended, sold or promoted by Dorsey, Wright
& Associates, LLC or any of its affiliates.
The NASDAQ Buyback Achievers™ Index is a
trademark of NASDAQ OMX Group, Inc. and
is licensed for use by Invesco PowerShares
Capital Management LLC in connection with the
PowerShares Buyback Achievers Portfolio. The Fund
is not sponsored or endorsed by NASDAQ OMX
Group, Inc. and NASDAQ OMX Group, Inc. makes
no warranty or representation as to the accuracy
and/or completeness of the Index or results to be
obtained by any person from use of the Index or the
trading of the ETF.
The Intellidex™ Indexes are trademarks of NYSE
Euronext or its affiliates and are licensed for use
by Invesco PowerShares Capital Management LLC
in connection with the PowerShares Intellidex
investment products. The products are not
sponsored or endorsed by NYSE Arca, and NYSE
Arca makes no warranty or representation as to
the accuracy and/or completeness of the Indexes or
results to be obtained by any person from use of the
Indexes or the trading of the products.
“Keefe, Bruyette & Woods, Inc.”, “KBW Premium
Yield Equity REIT Index” and “KBW” are trademarks
of KBW and have been licensed for use by Invesco
PowerShares Capital Management LLC.

Before investing, investors should
carefully read the prospectus/
summary prospectus and carefully
consider the investment objectives,
risks, charges and expenses. For
this and more complete information
about the Fund call 800 983 0903 or
visit invescopowershares.com for the
prospectus/ summary prospectus.

“PowerShares’ brand is really about … providing investors
more intelligent exposure to the markets, rather than just
strictly cap-weighted beta.”
—Interview with IndexUniverse.com, “Straight From the Source: Bruce Bond”, Dec. 14, 2007
H. Bruce Bond, Founder, Former President and CEO, PowerShares Capital Management
Invesco PowerShares introduced many of the first non-cap- weighted ETF strategies
available today, calling them “Intelligent ETFs.”
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