Methodology of the RTS Second-Tier Stock Index Calculation

The second–tier stock index. The second-tier stock index (abbreviation – RTS-2 Index, information systems code – RTS2) is the benchmark of trading activity in second-tier stocks based on liquidity and market capitalization. RTS-2 Index is calculated in the same mode and using the same formulas as the RTS Index. 

It is calculated during a trading session after every change in the price of every security-constituent of the Index. The first index value calculated during the session is considered the opening value, and the last calculated index value is considered the closing value. 

RTS-2 Index calculation. The RTS Index is calculated both in Russian rubles and US dollars. Ruble index is based on the dollar-denominated one, and is considered auxiliary. Index is calculated every time when one of the following events happens to any security-constituent of the Index: 
a) security is traded in full accordance with the present methodology; 
b) the best bid price of a security exceeds the last calculated price of the security; 
c) the best ask price of a security is less than the last calculated price of the security. 

The RTS-2 Index (In) is computed by dividing the total market capitalization of the Index component securities (MCn) as of current date by the total market capitalization of the same securities as of initial date (MC 1 ) multiplied by the Index value as of initial date (I1) and the adjusting coefficient (Zn): 


MC n - total market capitalization as of current date in USD: 
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Where 

Wi – adjusting coefficient reflecting free-float of the I-th security; 
Сi – the coefficient restricting the share of the I-th security in total market capitalization; 
Qi - the number of shares outstanding (of the I-th issue) as of current date; 
Pi - security price of the I-th issue in US dollars as of time T; 
N - the total number of component securities used in Index calculation. 

Ruble value of the RTS Index (Irn) is computed by multiplying the dollar Index value by the adjusting coefficient, which is calculated as a current ruble/US dollar ratio (Kn) and its initial value (K1): 
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Initial RTS-2 Index value: 
I1 = 567.25 as of December 31, 2003 
MC1 = $19 920 731 543.244553 
Z1 = 1 
K1 = 29.4545 

Restricting Share of Each Security in Total Market Capitalization. 
In order to restrict the degree of influence of certain individual securities on Index value, the methodology of Index calculation takes into account the following rule – the share of each security-constituent of the Index in total market capitalization should not exceed 15% (Si). Coefficients Сi are used to enforce this rule. 

Coefficients Сi are updated based on the following procedure. Let us assume that on the n-th day the following coefficients are applied Сn,i, while on the day n+1 – new coefficients Сn+1,i. are introduced. New coefficients are calculated based on the results of the n-th trading session using the following integrative procedure: 

Step 1. The share of market capitalization of each security is calculated without restricting coefficients С n,i : 
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Where k – the securities of the i-th issue number used in Index calculation 

The number of issuers that meet the following criterion [image: image6.png]Sty




, is calculated. These issuers are referred to as 'pent up' securities. Let us assume that the number of these issuers equals M (1) . 

Step 2. An auxiliary value [image: image7.png]


is calculated as follows: 
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Where the sum in the denominator is calculated based on issuers that are not on the list of the 'pent up' securities. 

Step 3. The share of market capitalization of each issuer [image: image9.png]


is calculated as follows: 
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On conditions that for each 'pent up issuer' Mcap n,i =X (1). The new list of 'pent up' issuers includes those issuers that meet the following criterion: [image: image11.png]


. If the new list does not match the old list (the new list is longer than the old one), step 2 is repeated with a new list of 'pent up' issuers. Otherwise, move to step 4. After k iterations we will have the final list of 'pent up' issuers and the final value of X=X (k). 

Step 4. For 'pent up' issuers the following coefficients are calculated: 
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For others С n+1,i = 1. 

Initial Data 
The following initial data is used to calculate the RTS-2 Index: 

1. Information about transactions executed during trading session with constituent securities. Trading volumes should be no less than volumes defined by Trading Rules for these securities. Transaction price should be no lower than the best standard bid and no higher than the best standard ask price. 

2. Information about current best standard quotes. 

I-th stock price calculation (Pi) 
1. If the price of the last trade is no lower than the best standard bid and is no higher than the best standard ask price, the price Pi equals the price of the last trade. 

2. If the price of the best standard bid exceeds the last calculated price of this security, the price of this security Pi equals the best standard bid price. 

3. If the price of the best standard ask is lower than the last calculated price of this security, the price of this security Pi equals the best standard ask price. 

Currency. All prices are in US dollars. If a market participant quotes prices in rubles, they are converted into the US dollars at the Central Bank of the Russian Federation exchange rate as of the appropriate day. 

Information precision. Index values are calculated accurate to 2 decimal places. Prices are calculated with 5 decimal places accuracy, adjusting coefficient Zn – 7 decimal places, Wi – 2 decimal places, Ci - 7decimal places. 

Constituent Stocks . The list of securities – RTS-2 Index Constituents (further – the List) is comprised of stocks admitted to trading on the RTS Stock Exchange and selected on the basis of liquidity and capitalization. 

The shares are selected by the RTS Information Committee. The list of stocks used in RTS-2 Index calculation does not include the most liquid and highly capitalized stocks. Moreover, there are no shares liquidity of which is insufficient for proper price calculation. While the List is being formed apart from liquidity and capitalization an expert estimation of the each stock prospects is considered. 

The list of RTS-2 Index Constituents is reconsidered every time when the RTS Index List is changed. The list is compiled based on trading statistics of the three months preceding the following dates: February 15, May 15, August 15, and November 15. 

Constituents list amendments are published on the RTS Web Site – www.rts.ru . 

Adjusting coefficients Wi. To account for free float of the I-th issue, adjusting coefficients W i are calculated with 0.05 accuracy based on information accessible to public and expert evaluation. 

Information on current shareholders is provided by information agencies and companies-issuers. 

Coefficients Wi are computed as follows: 
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Where Qi - number of shares outstanding of I-th issue; 

Qhi - number of shares owed by the government, controlling shareholders, management and other strategic investors. 

Amendments to the Constituent Stocks. To prevent discrepancies that may result from changes in the constituent stock list or adjusting coefficients on day n, the adjusting coefficient Zn is being recomputed: 
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Where MCn' – market capitalization computed based on the new list of constituents. 

Periodicity and terms of coefficients and RTS-2 Index Constituents reconsideration 
The decision to change the list of Index constituents (stocks) and coefficients is made by the RTS Information Committee once every three months. 

Coefficients Ci are calculated once every three months as of the following dates: February 15, May 15, August 15, November 15. 

The new list of Index Constituents comes into effect as of the following dates: March 15, June 15, September 15, and December 15. 

Coefficients Wi may be recalculated with every RTS-2 Constituents List amendment as new information on assets structure of an issuer is revealed. 

Securities can be removed from the list of Index Constituents before the appointed time if one of the following events happens: 

· a security is removed from the list of securities admitted to trading on the RTS Stock Exchange; 

· information disclosure on changes in a joint-stock company's ownership. 

Information about changes in the lists of Index Constituents and coefficients is published on the RTS Stock Exchange Web Site (www.rts.ru ) not later than 2 weeks before changes take effect.

Index calculation methodology, Index values and capitalization share of each security that is on the RTS-2 Constituents List of the total securities capitalization are available for the last 2 years; 

The Lists of Index Constituents, information on capitalization share of each security, that is on the RTS-2 Constituents List of the total securities capitalization and the last Index value are revealed daily. 

Control and amendments to the calculation methodology. General control and amending the existing methodology should be performed by the RTS Stock Exchange Information Committee. Changes concerning the Index calculation cannot be made more than once a quarter. The latest information on methodology is published on the RTS Web Site - www.rts.ru - not later than 2 weeks before amendments come into effect.

