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Factor-Driven ETFs
Seeking Alpha Through a Disciplined Factor Approach
Low Volatility
SPLV

PowerShares S&P 500
Low Volatility Portfolio

IDLV

Broad-Based Momentum
PDP

PowerShares DWA Momentum
Portfolio

PowerShares S&P International
Developed Low Volatility Portfolio

PIZ

PowerShares DWA Developed
Markets Momentum Portfolio

EELV

PowerShares S&P Emerging
Markets Low Volatility Portfolio

DWAS

PowerShares DWA SmallCap
Momentum Portfolio

XMLV

PowerShares S&P MidCap
Low Volatility Portfolio

PIE

PowerShares DWA Emerging
Markets Momentum Portfolio

XRLV

PowerShares S&P 500® ex-Rate
Sensitive Low Volatility Portfolio

DWAQ

PowerShares DWA NASDAQ
Momentum Portfolio

XSLV

PowerShares S&P SmallCap
Low Volatility Portfolio

®

High Beta

Sector-Based Momentum
PYZ

PowerShares DWA Basic
Materials Momentum Portfolio

SPHB

PowerShares S&P 500®
High Beta Portfolio

PEZ

PowerShares DWA Consumer
Cyclicals Momentum Portfolio

IDHB

PowerShares S&P International
High Beta Portfolio

PSL

PowerShares DWA Consumer
Staples Momentum Portfolio

EEHB

PowerShares S&P Emerging
Markets High Beta Portfolio

PXI

PowerShares DWA Energy
Momentum Portfolio

PFI

PowerShares DWA Financial
Momentum Portfolio

High Quality
SPHQ

PowerShares S&P 500® High
Quality Portfolio

PTH

PowerShares DWA Healthcare
Momentum Portfolio

IDHQ

PowerShares S&P International
Developed High Quality Portfolio

PRN

PowerShares DWA Industrials
Momentum Portfolio

PTF

PowerShares DWA Technology
Momentum Portfolio

PUI

PowerShares DWA Utilities
Momentum Portfolio

Indicates Smart Beta Portfolios
Beta is a measure of risk representing how a security is expected to respond to general market movements.*
Smart beta represents an alternative and selection index based methodology that may outperform a benchmark or reduce portfolio risk, or both in passive
or active vehicles.**
To learn more about our approach to smart beta investing, please visit powershares.com/smart-beta
Alpha is a measure of performance on a risk-adjusted basis.
*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 funds may underperform cap-weighted benchmarks and increase portfolio risk.

PowerShares Factor-Driven ETFs strive to provide investors exposure
to the sensitivity of domestic and international market movements.
Indexes are compiled and maintained to emphasize or minimize
general market characteristics such as volatility1, return correlation2
and price momentum3.

1 Volatility is the annualized standard deviation of returns.
2 Correlation indicates the degree to which two investments have historically moved in the same direction and magnitude.
3 Price momentum is the performance of a stock relative to its industry or the performance of an industry relative to the market as a whole.
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The Problem: Market Volatility, Quality, Low Interest Rates
and Managing Market Trends

Volatility may cause losses in a downward
trending market
One of the central beliefs in finance is
that investors should expect more reward
when they take on additional risk. However,
historical data in many equity markets shows
a different story. Investors that assume less
risk have tended to outperform those that
take on more. This contradiction between
theory and data is often referred to as “the
low-volatility anomaly.”

Quality is an increasing concern
Are you concerned about the financial quality
of companies in your portfolio but not sure
how to research and keep track of them?
Mergers, acquisitions and unfortunately,
general market conditions can have sudden
and unpredictable effects on even the most
well-known and admired firms, causing
uncertainty about their ability to pay
dividends or exceed earnings expectations.

With the recent increase in market
volatility, combined with new regulations
and technology that may possibly impact
asset values, volatility appears here to
stay. Focusing on that concern, Invesco
PowerShares was the first ETF sponsor
to launch a product that seeks to track a
low-volatility index.

The Momentum Challenge
Sometimes the market may appear both
irrational and emotional, and observable
trends make no sense to the casual observer.
It is challenging to understand market trends
and even more difficult to capture them and
use them for a specific investment goal.

Factor-Driven Solutions

PowerShares factor-driven funds
strive to expose investors to the
sensitivity of international and
domestic market movements.

Underlying indexes of these funds are
compiled and maintained to emphasize or
minimize general market characteristics such
as volatility, correlation to overall returns
and price momentum. We think these funds
offer a straightforward investment approach
without the use of leverage and may benefit
investors in both upward-and downwardtrending markets.

Low-Volatility has persisted
Below is a study of volatility over a ten-year
period that demonstrates the past effectiveness
of using prior year volatility to project volatility
rankings for the next three months. Examining
the S&P MidCap 400® Index, of the least 80
volatile companies from the previous 12 months,
63% remained in the lowest volatility group and
24% moved only one spot to the next lowest
volatility quintile over the next three months.

S&P MidCap 400 Index (December 2004–December 2014)
Next 3-Month Volatility Quintile (1 = least volatile)

•

Preference for lottery stocks

•

Representatives

•

Overconfidence

•

Growth of institutional investors

Lottery stocks are very volatile stocks that have
a very small chance or probability of obtaining
very large returns.
Representativeness is the concept in which
an investment appears to have a likelihood of
above average returns because it has similar
characteristics to other investments that have
experienced above average returns.

Previous Year
Volatility Quintile

Reasons for the Low-Volatility Anomaly:
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23%

38%

25%

11%

4%
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8%

25%

34%

24%

9%
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3%

10%

24%

36%

26%

5

3%

3%

9%

26%

59%

Source: FactSet, as of Dec. 31, 2014. Past performance does not guarantee future results. An investor cannot
invest directly in an index. Low volatility cannot be guaranteed, nor is there an assurance that low volatility will be
provided in the future.
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Factor-Driven Solutions

Unconstrained Sector Rotation
PowerShares S&P Low Volatility ETFs have the ability to dynamically rotate in and out of sectors
as volatility dictates. Other low volatility indexes have sector constraints that prohibit them from
straying too far from their parent index, but S&P low volatility indexes are unconstrained and
dynamically reflect the most current information. A perfect example is the financial sector, which
had 37 of the 100 least volatile companies in the S&P 500 Index in June 2007. As volatility in
the sector spiked, the number of financial companies in the least volatile quintile dropped to two
by January 2008. Using volatility rankings to construct a low volatility index would potentially
have helped investors avoid much of the drop in the financial sector.
Financial Companies in S&P MidCap 400 Index Low Volatility Quintile

• S&P MidCap 400 Financials Index Volatility
• S&P MidCap 400 Index Volatility
# Financial Companies
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Source: FactSet, Inc, as of Dec. 31, 2014. Past performance does not guarantee future results. An investor cannot invest directly in an index.

# Companies

Annualized Volatility (%)

60%

Factor-Driven Solutions

Volatility-Weighted Risk Management Tools
Fund Name

Ticker

Index

Methodology

Universe

PowerShares S&P
500 Low Volatility
Portfolio

SPLV

S&P 500® Low
Volatility Index

100 stocks within the S&P
500® Index that have exhibited
the lowest realized volatility
over the past year

S&P 500® Index

PowerShares S&P
Emerging Markets
Low Volatility
Portfolio

EELV

S&P BMI Emerging
Markets Low
Volatility Index

200 least volatile stocks over
the past year using the inverse
of corresponding volatility
receive highest weights

S&P Emerging
BMI Plus LargeMid
Cap Index

PowerShares
S&P International
Developed Low
Volatility Portfolio

IDLV

S&P BMI
International
Developed Low
Volatility Index

200 least volatile stocks over
the past year using the inverse
of corresponding volatility
receive highest weights

S&P Developed
ex. US and South
Korea LargeMid
Cap BMI Index

PowerShares S&P
SmallCap Low
Volatility Portfolio

XMLV

S&P MidCap 400®
Low Volatility Index

120 stocks that have
exhibited lowest volatility
over the previous 12 months

S&P MidCap
400® Index

PowerShares
S&P 500 ex-Rate
Sensitive Low
Volatility Portfolio

XRLV

S&P 500® Low
Volatility Rate
Response Index

100 stocks within the S&P 500®
Index that have exhibited both
low volatility and low interest
rate risk. The Underlying
Index is designed to include
stocks exhibiting low volatility
characteristics, after removing
stocks that historically have
performed poorly in rising
interest rate environments.

S&P 500 Index

PowerShares
S&P MidCap Low
Volatility Portfolio

XSLV

S&P SmallCap 600®
Low Volatility Index

80 stocks that have exhibited
the lowest volatility over the
previous 12 months

S&P SmallCap
600® Index

Worst Years of the S&P 500 Index

Reasons to Implement Low Volatility:
Tactical tilt

•

Income potential

•

Low-volatility core

•

Active manager replacement

•

Equity transition tool

• S&P 500 Index
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•

• Low Volatility Quintile
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Source: Invesco PowerShares, since 1990
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Factor-Driven Solutions

Dialing or Adjusting Exposure Using High Beta
By using a high-beta portfolio, an investor
may be able to increase their exposure to
market movements of a benchmark portfolio
without having to incorporate leverage.
Leveraged ETFs generally reset leverage
daily, and holding them for an extended
period of time may erode a portfolio’s
returns over time due to increased volatility.

By utilizing a beta-weighted methodology,
a high-beta ETF allows an investor to obtain
increased exposure to opportunities resulting
from market volatility, but also subjects an
investor to potentially increased losses in
downward-trending markets. Conversely,
this increased market exposure may benefit
an investor in upward-trending markets.

This may be a solution for investors looking
to increase their exposure to opportunities
resulting from market volatility without
having to use a margin account and without
the negative compounding effects of
leveraged products.
High-Beta Fund Overview
Fund Name

Ticker

Index

Methodology

Universe

PowerShares S&P
500 High Beta
Portfolio

SPHB

S&P 500® High
Beta Index

100 stocks from the S&P
500 Index with the highest
sensitivity to market
movements, or beta,
over the past 12 months

S&P 500 Index

PowerShares S&P
Emerging Markets
High Beta Portfolio

EEHB

S&P BMI
Emerging Markets
High Beta Index

200 stocks from the S&P
Emerging BMI Plus LargeMid
Cap Index with the highest
sensitivity to market
movements over the
past 12 months

S&P Emerging
BMI Plus LargeMid
Cap Index

PowerShares S&P
International High
Beta Portfolio

IDHB

S&P BMI
International
Developed High
Beta Index

200 stocks from the S&P
Developed ex. US and South
Korea LargeMid Cap BMI Index
with the highest sensitivity to
market movements over the
past 12 months

S&P Developed
ex. US and South
Korea LargeMid
Cap BMI Index

The High Quality Answer

What is high quality? High quality is focused
on companies with a history of above average
per share earnings and dividend payout.
Standard and Poor’s assigns a quality ranking
to companies based on per-share earnings
and dividend payout records of the most
recent 10 years.
The S&P 500® High Quality Rankings Index
is formed by companies that have a quality
ranking of A- and above as rated by Standard
and Poor’s.

Quality Rankings are Based on the
Following Scale:
Quality Ranking

Description

A+

Highest

A

High

A-

Above Avg.

Historically, High Quality has Exhibited:4
•
•

Higher Sharpe ratio
Lower volatility
High Quality

Low Quality

S&P 500 Index

Annual Returns

4.17%

4.26%

-0.39%

Sharpe Ratio

0.11

0.08

-0.17

Stand. Dev.

15.75%

22.87%

16.18%

The Sharpe ratio is a risk-adjusted measure calculated using standard deviation and excess return
to determine reward per unit of risk.
Standard deviation measures a fund’s range of total returns and identifies the spread of a fund’s
short-term fluctuations.

While performance has been
similar over the last 12 years,
low quality has experienced 45%
more volatility than high quality
along the way.

We believe much of the benefit of high
quality comes from a potentially lower level
of down-market participation relative to the
market benchmark. High quality has the
potential benefit of a lower down market beta
and a higher up market beta. Versus the S&P
500 Index, high quality had a beta of 0.90 in
down markets, and 0.94 in up markets.5

Past performance is not indicative of future results. An investor cannot invest directly in an index.
4 Source: Standard & Poor’s, as of Dec. 31, 1999 through Sept. 30, 2011
5 Source: Bloomberg L.P., as of Dec. 31, 1999 through Sept. 30, 2011
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High Quality: Lower Volatility of Returns6

• Bull

Average Annual Returns of Quality Ranking Categories in Bull and Bear Markets

34

33

• Bear

32

29
24
20

18

20

20

-14

-16

-14

-14

-15
-18
-23

-24
-32

A+

A

A-

B+

High Quality

B

B-

Low Quality

Bull markets represent November 2002 - September 2007 and March 2009 - August 2011
Bear markets represent January 2000 - October 2002 and October 2007 - February 2009

High Quality Fund Overview
SPHQ

PowerShares S&P 500 High
Quality Portfolio is based on the
S&P 500® High Quality Rankings
Index. The Index is designed to
provide exposure to the constituents
of the S&P 500 Index that are
identified as stocks reflecting
long-term growth and stability
of a company’s earnings
and dividends.

IDHQ

PowerShares S&P International
Developed High Quality Portfolio
is based on the S&P BMI International
Developed High Quality Rankings
Index. The Index is comprised
of securities selected to provide
exposure to constituents that are
identified as high quality stocks based
on historical earning and dividend
payment records.

S&P defines high-quality stocks as companies of the S&P 500 Index with Quality Rankings of A- and above.
In contrast, low-quality stocks are companies with ranking of B to C while excluding companies
in reorganization (D ranking) or liquidation.

Past performance is not indicative of future results. An investor cannot invest directly in an index.
6 Source: S&P Quality Rankings – Equity Research, as of Dec. 31, 1999 through Sept. 30, 2011

C&D

AII-A
Other

B, C & D

The Momentum Solution Using Relative Strength

What is relative strength?
Relative strength measures a stock’s
performance in relation to its peers.
According to Dorsey Wright and Associates
(DWA), relative strength improves upon
the technical foundation of monitoring
basic trends because it relies on unbiased,
unemotional and objective data, rather than
biased forecasting and subjective research.

We believe that momentum investing
based on relative strength, may provide
investors an intelligent platform for portfolio
outperformance. While fundamentals answer
the question of what to buy and sell,”
technicals” answer the question of when
to buy and sell. These may be two of the
most important decisions in regards to
portfolio performance.

Furthermore, the Point & Figure methodology
utilized by DWA in this family of funds is
able to provide the investment knowledge
necessary to identify both the strongest
and weakest investment trends. Following
trends does NOT attempt to predict exact
highs and lows. Instead, it attempts to
identify shifts in the markets and capture
the majority of a trend.

About Dorsey Wright
Founded in 1987, Dorsey, Wright &
Associates is an independent and privately
owned registered investment advisor that
supplies its clients with state of the art
investment research and tools that are vital
to the creation of a quantitatively derived
enhanced index.

Universe of Approximately
3,000 Names

Relative Strength Arm
Wrestling Match

Ranked Strongest
to Weakest
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Momentum Fund Overview

Broad-Based Momentum
Fund Name

Ticker

Index

Methodology

Universe

PowerShares DWA NASDAQ
Momentum Portfolio

DWAQ

DWAQ Dorsey Wright NASDAQ
Technical Leaders Index

Dorsey Wright Relative
Strength Methodology

1,000 common stocks with largest market
caps traded on the NASDAQ exchange

PowerShares DWA SmallCap
Momentum Portfolio

DWAS

Dorsey Wright SmallCap
Technical Leaders™ Index

Dorsey Wright Relative
Strength methodology

2,000 of the smallest US companies

PowerShares DWA
Momentum Portfolio

PDP

Dorsey Wright Technical
Leaders™ Index

Dorsey Wright Relative
Strength methodology

3,000 largest US-listed companies

PowerShares DWA Emerging
Markets Momentum Portfolio

PIE

Dorsey Wright Emerging Markets
Technical Leaders™ Index

Dorsey Wright Relative
Strength methodology

Companies in emerging market countries
excluding those listed on a US exchange

PowerShares DWA Developed
Markets Momentum Portfolio

PIZ

Dorsey Wright Developed Markets
Technical Leaders™ Index

Dorsey Wright Relative
Strength methodology

Companies in developed market countries
excluding those listed on a US exchange

Sector-Based Momentum
Fund Name

Ticker

Index

Methodology

Universe

PowerShares DWA Consumer
Cyclicals Momentum Portfolio

PEZ

DWA Consumer Cyclicals
Technical Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Financial
Momentum Portfolio

PFI

DWA Financials Technical
Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Industrials
Momentum Portfolio

PRN

DWA Industrials Technical
Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Consumer
Staples Momentum Portfolio

PSL

DWA Consumer Staples
Technical Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Technology
Momentum Portfolio

PTF

DWA Technology Technical
Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Healthcare
Momentum Portfolio

PTH

DWA Healthcare Technical
Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Utilities
Momentum Portfolio

PUI

DWA Utilities Technical
Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Energy
Momentum Portfolio

PXI

DWA Energy Technical
Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

PowerShares DWA Basic
Materials Momentum Portfolio

PYZ

DWA Basic Materials
Technical Leaders Index

Dorsey Wright Relative
Strength methodology

3,000 common stocks traded
on US exchanges

13

Important Information
This is provided for informational purposes only and
is not to be construed as investment advice or a
recommendation of a particular strategy or product.

Sector-Based Momentum Risk Information
Investing in securities of small and medium-sized
companies may involve greater risk than is customarily
associated with investing in large companies.

About Risk
There are risks involved with investing in ETFs,
including possible loss of money. Shares are not
actively managed and are subject to risks including
those regarding short selling and margin maintenance
requirements. Ordinary brokerage commissions apply.

The Funds contain securities in the basic materials,
biotechnology, consumer discretionary, energy,
financial services, healthcare, industrials, technology,
utilities, genome, food and beverage, building
and construction, pharmaceuticals services,
energy exploration and production, leisure and
entertainment, media, networking, oil and gas
services, retail, semiconductors, software and the
pharmaceuticals industries. Companies engaged in
this sector are subject to greater risks, and are more
greatly impacted by market volatility, than more
diversified investments.

The Funds are considered non-diversified and may be
subject to greater risks than a diversified fund.
There is no assurance that the funds listed in this
material will achieve their investment objectives.
Please be aware that the funds mentioned are subject
to additional specific risks. Please see each fund’s
prospectus for additional information regarding the
risks associated with an investment.
High Quality and Momentum Risk Information
Investments focused in a particular industry are
subject to greater risk, and are more greatly impacted
by market volatility, than more diversified investments.

Broad-Based Momentum Risk Information
Over-the-Counter (OTC) transactions involve
additional risks, and OTC-listed companies may have
limited product lines, markets or financial resources.
Many OTC stocks trade less frequently and in smaller
volume than exchange-listed stocks, leaving them
more volatile.

Securities lending involves a risk of loss because the
borrower may fail to return the securities in a timely
manner or at all. If a Fund is not able to recover
the securities loaned, it may sell the collateral and
purchase a replacement security in the market.
Lending securities entails a risk of loss to the Funds
if and to the extent that the market value of the
loaned securities increases and the collateral is not
increased accordingly.

Trademarks, Distributor and Prospectus Information
The S&P 500® Index is an unmanaged index
considered representative of the U.S. stock market.

Relative Strength Risk Information
Dorsey Wright believes technical analysis,
and in particular the law of supply and demand,
provides the discipline to make timely purchases and
sales of securities. Relative Strength is a measure of
price trend that indicates how a security is performing
relative to other securities within a given universe.

The S&P SmallCap 600 Index is a market-value
weighted index that consists of 600 small-cap US
stocks chosen for market size, liquidity and industry
group representation.

Small-Cap Sector Risk Information
Investing in securities of small-capitalization companies
may involve greater risk than is customarily associated
with investing in large companies.
Dividend Risk Information
Common stocks do not assure dividend payments.
Dividends are paid only when declared by an issuer’s
board of directors and the amount of any dividend
may vary over time.
Foreign and Emerging Market Risk Information
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.
American Depositary Receipts (ADRs) involve many
of the same risks as those associated with direct
investment in foreign securities. In addition, the
underlying issuers of certain depositary receipts,
particularly unsponsored or unregistered depositary
receipts, are under no obligation to distribute
shareholder communications to the holders of such
receipts or to pass through to them any voting rights
with respect to the deposited securities.

The S&P 500 Financials Index is an unmanaged index
considered representative of the financial market.
The S&P MidCap 400 Index is an unmanaged index
representative of US firms with market capitalizations
ranging from $750 million to $3 billion dollars.

The S&P Emerging BMI Plus LargeMid Cap Index
captures all companies domiciled in the emerging
markets within the S&P Global BMI (plus Korea) with
a float-adjusted market capitalization of at least USD
100 million and a minimum annual trading liquidity of
USD 50 million.
The S&P Developed ex. US and South Korea LargeMid
Cap BMI Index is a comprehensive benchmark
including stocks from developed markets excluding
the United States and Korea.
The S&P 500® High Quality Rankings Index is
designed to provide exposure to the constituents
of the S&P 500 Index that are identified as stocks
reflecting long-term growth and stability of a
company’s earnings and dividends.
The S&P MidCap 400® Financials Index comprises
those companies included in the S&P MidCap
400® that are classified as members of the GICS®
financials sector.
The NASDAQ Composite Index measures all NASDAQ
domestic and international-based common stocks
listed on The Nasdaq Stock Market.
Standard & Poor’s® and S&P® are registered
trademarks of Standard & Poor’s Financial
Services LLC (“Standard & Poor’s”) and have been
licensed for use by Invesco PowerShares Capital
Management LLC. The Fund is not sponsored,
endorsed, sold or promoted by Standard & Poor’s
or its Affiliates, and Standard & Poor’s and Affiliates
make no representation, warranty of condition
regarding the advisability of buying, selling or
holding shares of the Fund.

The Technical Leaders™ Ranking System is a
trademark of Dorsey Wright & Associates that is
licensed to Invesco PowerShares Capital Management
LLC. This product is not sponsored, recommended,
sold or promoted by Dorsey Wright & Associates
or any of its affiliates. Invesco PowerShares Capital
Management LLC is not affiliated with any Dorsey
Wright company.
PowerShares® is a registered trademark of Invesco
PowerShares Capital Management LLC. Invesco
PowerShares Capital Management LLC (Invesco
PowerShares) and Invesco Distributors, Inc. are
indirect, wholly owned subsidiaries of Invesco Ltd.
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
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.

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 Funds call 800 983
0903 or visit invescopowershares.com for
prospectus/summary prospectus.
Note: Not all products are available through all firms.
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