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Introduction

The S&P 500 is widely regarded as the premier gauge of the large-
cap segment of the U.S. equity market. While the index’s global
relevance remains, current market trends may raise concerns about
increased concentration in this segment. To address these concerns
while offering a comparable index, S&P Dow Jones Indices

(S&P DJI), the world’s leading index provider, recently launched the
S&P 500 3% Capped Index. This index measures the benchmark
S&P 500 but imposes capped weights on the index constituents.

Methodology Overview: The Capping
Mechanism

The S&P 500 3% Capped Index’s universe is S&P 500 constituents,
but the index imposes a cap weight of 3% on each company at every
quarterly rebalancing. The process is straightforward: if any
company breaches the cap at rebalancing, its weight is reduced to
3%, and any excess weight is redistributed proportionally among all
uncapped companies. This process is repeated iteratively until no
company exceeds the cap.
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Index Sector Weights and Stock Concentration
Relative to the Headline S&P 500

As a direct result of the 3% company cap, the index exhibits different weights at the stock and
sector levels. If stock concentration in the S&P 500 rises, the index will be overweight or
underweight in different sectors relative to its benchmark index. Using the adjusted HHI* as a
metric to measure concentration—the higher the adjusted HHI, the higher the concentration—
Exhibit 1 shows that concentration levels have been stable for the S&P 500 3% Capped Index
but have been increasing for the S&P 500, with levels significantly above the historical
average.

Exhibit 1: Over the Past Five Years, the Difference in Concentration Levels Has Widened
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Source: S&P Dow Jones Indices LLC. Data from Dec. 31, 1999, to Sept. 30, 2024. The S&P 500 3% Capped Index was launched April 19,
2024. All data prior to such date is back-tested hypothetical data. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes and reflects hypothetical historical performance. Please see the Performance Disclosure at the end of this document for
more information regarding the inherent limitations associated with back-tested performance.

What is the impact on sector weights? Exhibit 2 illustrates the index's monthly average relative
weights compared to the S&P 500. Unsurprisingly, the S&P 500 3% Capped index has
historically been underweight in Information Technology by an average of 1.3%. However,
over the past five years, this underweight has increased to an average of 5.5% relative to the
S&P 500. The excess weight has primarily been concentrated in the Health Care, Financials
and Consumer Staples sectors.

1 The Herfindahl-Hirschman Index (HHI) is a commonly used measure of concentration, calculated as the sum of squared index constituent's
percentage weights. The adjusted HHI is defined as the index HHI divided by the HHI of an equally weighted portfolio with the same
number of stocks.
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Exhibit 2: Relative to the S&P 500, the S&P 500 3% Capped Index Is Mainly Underweight
in Information Technology

S&P 500 3% Capped Index Relative Weights versus S&P 500
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Source: S&P Dow Jones Indices LLC. Data based on year-end data between December 1999 and December 2023, including September
2024. The S&P 500 3% Capped Index was launched April 19, 2024. All information prior to such date is back-tested hypothetical data. Chart
is provided for illustrative purposes and reflects hypothetical historical data. Please see the Performance Disclosure at the end of this
document for more information regarding the inherent limitations associated with back-tested performance.

Absolute and Relative Performance

In terms of long-term cumulative index performance, despite having different sector weights,
primarily in Information Technology, the S&P 500 3% Capped Index has closely followed the
benchmark, as shown in Exhibit 3. The long-term annualized tracking error was relatively low,
at 0.7%, while the index performance difference was 0.03% over the back-tested period ending
September 2024.

Exhibit 3: S&P 500 3% Capped Cumulative Index Performance
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Source: S&P Dow Jones Indices LLC. Data from Dec. 17, 1999, to Sept. 30, 2024. Index performance based on daily total returns in USD.
The S&P 500 3% Capped Index was launched April 19, 2024. All information prior to such date is back-tested hypothetical data. Past
performance is no guarantee of future results. Chart is provided for illustrative purposes and reflects hypothetical historical performance.
Please see the Performance Disclosure at the end of this document for more information regarding the inherent limitations associated with
back-tested performance.

Index Education 3
For use with institutions only, not for use with retail investors.



Introducing the S&P 500 3% Capped Index October 2024

Moreover, as Exhibit 4 shows, both indices displayed similar risk-adjusted returns across
different time periods, with slightly higher differences over shorter durations. The largest
difference comes from the 3-5-year period, when market concentration started to rise, as
previously explained.

Exhibit 4: The S&P 500 3% Capped Index and the S&P 500 Have Had Similar

Risk/Performance Profiles

S&P 500 3% Capped S&P 500 3% Capped

CaiEgen Index SEE Index Less S&P 500
Annualized Return (%)

YTD 21.83 22.08 -0.25
1-Year 35.65 36.35

3-Year 11.60 11.91 -0.31
5-Year 15.36 15.98

10-Year 13.05 13.38 -0.32
20-Year 10.59 10.71

Since Dec. 17, 1999 7.79 7.82

Annualized Volatility (%)

3-Year 17.02 17.59

5-Year 20.92 21.26 -0.34
10-Year 17.64 17.86 -0.22
20-Year 19.06 19.16 m
Since Dec. 17, 1999 19.34 19.44 m
Risk-Adjusted Return

3vear 129 126
5-Year 1.70 1.71 -0.01
10-ear 087 oco GG
20-Year 0.68 0.70 -0.01
Since Dec. 17, 1999 0.55 0.55 0.00

Annualized Tracking Error (%)

3-Year 1.59 - -
5-Year - -
10-Year 1.07 - -
Since Dec. 17, 1999 _ - -

Source: S&P Dow Jones Indices LLC. Data from Dec. 17, 1999, to Sept. 30, 2024. Index performance based on daily total returns in USD.
YTD returns are not annualized. The S&P 500 3% Capped Index was launched April 19, 2024. All information prior to such date is back-
tested hypothetical data. Past performance is no guarantee of future results. Table is provided for illustrative purposes and reflects
hypothetical historical performance. Please see the Performance Disclosure at the end of this document for more information regarding
inherent limitations associated with back-tested performance.
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To further illustrate this, Exhibit 5 shows the year-over-year back-tested performance from
2019 through YTD 2024. The S&P 500 3% Capped Index outperformed the S&P 500 in 2022
by 1.3% but faced challenges in other years, particularly in 2020 and 2023, when the index
underperformed the benchmark by an average of 2%.

Exhibit 5: Widening Concentration Levels since 2019 Have Led to Greater Performance
Differences
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Source: S&P Dow Jones Indices LLC. Data from Jan. 3, 2000, to Sept. 30, 2024. Index performance based on total returns in USD. The
S&P 500 3% Capped Index was launched April 19, 2024. All information prior to such date is back-tested hypothetical data. Past
performance is no guarantee of future results. Chart is provided for illustrative purposes and reflects hypothetical historical performance.
Please see the Performance Disclosure at the end of this document for more information regarding inherent limitations associated with back-
tested performance.

Index Characteristics

Due to the quarterly frequency of the company capping, it can be expected that the S&P 500
3% Capped Index may exhibit higher annual turnover figures compared to the S&P 500. As
shown in Exhibit 6, while turnover figures increased, they have historically remained relatively
low; this highlights the tradeoff between slightly higher transaction costs and reduced company
concentration risk.
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Exhibit 6: The S&P 500 3% Capped Index Typically Had Higher Turnover, Yet It Remains
Relatively Low
Index One-Way Turnover (Weight)

Year S&P 500 3% Capped Index (%) S&P 500 (%)
2000 16.1 8.9
2001 9.0 4.4
2002 7.5 3.8
2003 3.9 15
2004 6.1 3.1
2005 8.8 5.7
2006 6.8 4.5
2007 9.1 5.2
2008 9.3 3.9
2009 8.2 4.5
2010 6.1 3.7
2011 5.3 3.6
2012 7.2 4.4
2013 4.4 3.3
2014 5.2 3.0
2015 5.6 3.6
2016 5.6 4.7
2017 4.4 3.8
2018 5.7 4.8
2019 5.8 4.3
2020 8.1 4.2
2021 5.1 2.8
2022 5.0 2.8
2023 54 2.6
2024 7.0 21
Average 6.8 4.0

Source: S&P Dow Jones Indices LLC. Data from Dec. 31, 1999, to Sept. 30, 2024. Index performance based on daily total returns in USD.
YTD returns are not annualized. The S&P 500 3% Capped Index was launched April 19, 2024. All information prior to such date is back-
tested hypothetical data. Past performance is no guarantee of future results. Table is provided for illustrative purposes and reflects
hypothetical historical performance. Please see the Performance Disclosure at the end of this document for more information regarding
inherent limitations associated with back-tested performance.

Index Education 6
For use with institutions only, not for use with retail investors.



Introducing the S&P 500 3% Capped Index October 2024

One of the key inclusion criteria in the S&P 500 methodology is the earnings screen, which
requires new constituents to have a history of positive earnings. Specifically, the sum of the
most recent four consecutive quarters' earnings must be positive, including the most recent
quarter. This earnings screen results in a significant positive exposure to the quality factor, as
demonstrated by a four-factor model based on the Fama-French Three Factor Model plus a
quality-minus-junk (QMJ)? factor. Over a 24-year period, the S&P 500 3% Capped Index
maintained the positive quality factor of the S&P 500, as demonstrated in Exhibit 7.
Additionally, the index also exhibited an increase in the value factor, by assigning less weight
to larger companies and more weight to smaller ones, thereby tilting toward companies with
‘cheaper” valuations.

Exhibit 7: The S&P 500 3% Capped Has Significant Positive Quality and Value
Characteristics

S&P 500 3% Capped Index S&P 500
Factor Coefficient SIENCENE T-Statistic Coefficient SIENEN T-Statistic
Error Error
Intercept -0.02 0.02 -0.81 -0.02 0.02 -0.80
Market 1.00 0.01 169.43 1.00 0.01 192.76
Size -0.15 0.01 -19.55 -0.16 0.01 -23.58
Value 0.05 0.01 7.68 0.02 0.01 4.57
Quality 0.03 0.01 3.23 0.04 0.01 4.22
Adjusted R? 0.99 0.99

Source: S&P Dow Jones Indices LLC, Ken French, AQR. Data from Dec. 31, 1999, to Sept. 30, 2024. Index performance based on daily total
returns in USD. YTD returns are not annualized. The S&P 500 3% Capped Index was launched April 19, 2024. All information prior to such
date is back-tested hypothetical data. Past performance is no guarantee of future results. Table is provided for illustrative purposes and
reflects hypothetical historical performance. Please see the Performance Disclosure at the end of this document for more information
regarding inherent limitations associated with back-tested performance.

Conclusion

The S&P 500 3% Capped Index offers a measurement of the performance of the large-cap
U.S. equity market while seeking to address high stock concentration levels. Historically, this
index has exhibited similar characteristics to its benchmark and is based on a transparent and
rules-based methodology.

2 Asness, Clifford S., Andrea Frazzini, and Lasse Heje Pedersen, “Quality minus junk,” Review of Accounting Studies, 2019, 24, pp. 34-112.
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Performance Disclosure/Back-Tested Data

The S&P 500 3% Capped Index was launched on April 19, 2024. All information presented prior to an index’s Launch Date is hypothetical
(back-tested), not actual performance. The back-test calculations are based on the same methodology that was in effect on the index Launch
Date. However, when creating back-tested history for periods of market anomalies or other periods that do not reflect the general current
market environment, index methodology rules may be relaxed to capture a large enough universe of securities to simulate the target market
the index is designed to measure or strategy the index is designed to capture. For example, market capitalization and liquidity thresholds may
be reduced. Complete index methodology details are available at www.spglobal.com/spdji. Past performance of the Index is not an indication
of future results. Back-tested performance reflects application of an index methodology and selection of index constituents with the benefit of
hindsight and knowledge of factors that may have positively affected its performance, cannot account for all financial risk that may affect
results and may be considered to reflect survivor/look ahead bias. Actual returns may differ significantly from, and be lower than, back-tested
returns. Past performance is not an indication or guarantee of future results. Please refer to the methodology for the Index for more details
about the index, including the manner in which it is rebalanced, the timing of such rebalancing, criteria for additions and deletions, as well as
all index calculations. Back-tested performance is for use with institutions only; not for use with retail investors.

S&P Dow Jones Indices defines various dates to assist our clients in providing transparency. The First Value Date is the first day for which
there is a calculated value (either live or back-tested) for a given index. The Base Date is the date at which the index is set to a fixed value for
calculation purposes. The Launch Date designates the date when the values of an index are first considered live: index values provided for
any date or time period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices defines the Launch Date as the
date by which the values of an index are known to have been released to the public, for example via the company’s public website or its data
feed to external parties. For Dow Jones-branded indices introduced prior to May 31, 2013, the Launch Date (which prior to May 31, 2013, was
termed “Date of introduction”) is set at a date upon which no further changes were permitted to be made to the index methodology, but that
may have been prior to the Index’s public release date.

Typically, when S&P DJI creates back-tested index data, S&P DJI uses actual historical constituent-level data (e.g., historical price, market
capitalization, and corporate action data) in its calculations. As ESG investing is still in early stages of development, certain datapoints used to
calculate S&P DJI's ESG indices may not be available for the entire desired period of back-tested history. The same data availability issue
could be true for other indices as well. In cases when actual data is not available for all relevant historical periods, S&P DJI may employ a
process of using “Backward Data Assumption” (or pulling back) of ESG data for the calculation of back-tested historical performance.
“Backward Data Assumption” is a process that applies the earliest actual live data point available for an index constituent company to all prior
historical instances in the index performance. For example, Backward Data Assumption inherently assumes that companies currently not
involved in a specific business activity (also known as “product involvement”) were never involved historically and similarly also assumes that
companies currently involved in a specific business activity were involved historically too. The Backward Data Assumption allows the
hypothetical back-test to be extended over more historical years than would be feasible using only actual data. For more information on
“Backward Data Assumption” please refer to the FAQ. The methodology and factsheets of any index that employs backward assumption in the
back-tested history will explicitly state so. The methodology will include an Appendix with a table setting forth the specific data points and
relevant time period for which backward projected data was used.

Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices maintains the index
and calculates the index levels and performance shown or discussed but does not manage actual assets. Index returns do not reflect payment
of any sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are intended to
track the performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of the
securities/fund to be lower than the Index performance shown. As a simple example, if an index returned 10% on a US $100,000 investment
for a 12-month period (or US $10,000) and an actual asset-based fee of 1.5% was imposed at the end of the period on the investment plus
accrued interest (or US $1,650), the net return would be 8.35% (or US $8,350) for the year. Over a three-year period, an annual 1.5% fee
taken at year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US $5,375, and a
cumulative net return of 27.2% (or US $27,200).
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General Disclaimer

© 2024 S&P Dow Jones Indices. All rights reserved. S&P, S&P 500, SPX, SPY, The 500, US500 , US 30, S&P 100, S&P COMPOSITE 1500,
S&P 400, S&P MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, DIVIDEND
MONARCHS, BUYBACK ARISTOCRATS, SELECT SECTOR, S&P MAESTRO, S&P PRISM, S&P STRIDE, GICS, SPIVA, SPDR,
INDEXOLOGY, iTraxx, iBoxx, ABX, ADBI, CDX, CMBX, LCDX, MBX, MCDX, PRIMEX, TABX, HHPI, IRXX, I-SYND, SOVX, CRITS, CRITR are
registered trademarks of S&P Global, Inc. (“S&P Global”) or its affiliates. DOW JONES, DJIA, THE DOW and DOW JONES INDUSTRIAL
AVERAGE are trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed
to S&P Dow Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones
Indices LLC. This document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow Jones
or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index
calculation services, all information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or
group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom
calculation services. Past performance of an index is not an indication or guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide positive
investment returns. Index performance does not reflect trading costs, management fees or expenses. S&P Dow Jones Indices makes no
representation regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such
investment fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. S&P Dow Jones
Indices is not an investment adviser, commodity trading advisor, commodity pool operator, broker dealer, fiduciary, promoter” (as defined in the
Investment Company Act of 1940, as amended), “expert” as enumerated within 15 U.S.C. § 77k(a) or tax advisor. Inclusion of a security,
commodity, crypto currency or other asset within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security,
commodity, crypto currency or other asset, nor is it considered to be investment advice or commodity trading advice.

Closing prices for S&P Dow Jones Indices’ US benchmark indices are calculated by S&P Dow Jones Indices based on the closing price of the
individual constituents of the index as set by their primary exchange. Closing prices are received by S&P Dow Jones Indices from one of its third
party vendors and verified by comparing them with prices from an alternative vendor. The vendors receive the closing price from the primary
exchanges. Real-time intraday prices are calculated similarly without a second verification

These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources
believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research,
valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered,
reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written permission of S&P
Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data
providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability
of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained
from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY
AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE
CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental,
exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost
income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.

The Global Industry Classification Standard (GICS®) was developed by and is the exclusive property and a trademark of S&P and MSCI.
Neither MSCI, S&P nor any other party involved in making or compiling any GICS classifications makes any express or implied warranties or
representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby
expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of
such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party
involved in making or compiling any GICS classifications have any liability for any direct, indirect, special, punitive, consequential or any other
damages (including lost profits) even if notified of the possibility of such damages.
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