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20111219 Notes from the December 2011 Advisory Committee

	Memorandum
	

	
	

	To:
	Market Participants

	From:
	FTSE/JSE

	Date:
	12 January 2012

	Subject:
	Notes from the FTSE/JSE Advisory Committee Meeting held on Wednesday, 7 December 2011

	
	


1. Background

The FTSE/JSE Advisory Committee (AC) met on Wednesday 7 December 2011 to approve the quarterly changes to the FTSE/JSE Africa Index Series and discuss matters relating to the indices.  The items listed below were discussed during the meeting.

2. Lonmin Free Float

The free float for Lonmin was previously restricted to 15% by the AC due to liquidity constraints. The AC is working towards removing this exception and has therefore increased the free float to 30%, with the intention of applying further increases over time.

3. Shares previously classified as Inward Listed

The AC confirmed that shares previously classified as inward listed would be eligible for inclusion to the Index Series from December 2011.  As stipulated by National Treasury, these shares would be included in the Index Series at their SWIX free float, rather than the normal free float of the company, assuming other eligibility criteria was passed. 

4. FTSE/JSE December 2011 Quarterly Review

The quarterly review changes were summarised for the AC’s approval.  Detailed documents, pertaining to the review changes, have been published on the JSE website (www.jse.co.za) and SENS.  All constituent, ICB sector, free float and shares in issue changes were applied after close of business on Thursday, 15 December 2011, effective on Monday, 19 December 2011, start of business.

5. Feedback on the FTSE/JSE Africa Index Series

The AC noted that the FTSE/JSE Top 40 USD Index (J20U) now uses the WM Closing FX for the official closing price.

Ground Rules amendments which were approved at the September 2011 Quarterly Review and which were applied during the quarter include:

· Application of the market cap neutral treatment of corporate actions in the Dividend + Index.
· Timing of publication of capping and equally weighting factors to the market.
· Confirmed treatment of mandatory offers.

6. Amendment to the FTSE/JSE All Africa Index Ground Rules
The AC approved the change to the All Africa Ground Rules document stating that the buffers in place would be altered. Currently large companies were prevented from entering the indices, due to the structure of the buffers.  
7. Dividend Withholding Tax

The AC agreed that with the introduction of Dividend Withholding Tax from 1 April 2012, dividends would be included in the Total Return Indices using a net rate, calculated from the perspective of a South African investor.

8. Constituent Liquidity Screening

FTSE/JSE has undertaken to do a full investigation of the current liquidity screening methodology.  The AC has agreed to continue with an annual instrument liquidity test, as well as continue to apply the 8/12 month pass for current constituents, and the 10/12 month pass for new constituents. 

Going forward, however, the impact of moving to a median measure rather than a mean measure, and moving from the current 0.5% hurdle to a 1% hurdle will be investigated. 

In addition, FTSE/JSE will investigate further screening criteria for tradable indices, including the Ahmihud Illiquidity Measure, and incorporating index minimum trading levels.

9. Downweighting of Foreign Companies

The AC reached an in-principle agreement at the September 2011 meeting to change the methodology of the Shareholder Weighted (SWIX) Indices.  The current methodology excludes all foreign held free float on the local share register, but only for dual listed companies, and the proposed change was to extend this to all companies.  FTSE/JSE requested feedback from the market on this proposal, and several responses were received from participants that did not approve of the change.  

After further discussion, the AC decided that a better implementation would be to still exclude all free float held on foreign share registers and only include free float held on the local share register (STRATE), rather than looking at the nationality of individual investors.  The index would then represent the opportunity set available to investors in South Africa.  The impact of such a change on individual and sectors weights, as well as historical performance will be investigated.  In addition, the market will be consulted at large before any final decision is taken.  In the interim, the Shareholder Weighted Indices will continue to use the existing methodology.

Next AC meeting will be held on Wednesday, 7 March 2012
For further information please contact the FTSE/JSE Indices Division

Email:
indices@jse.co.za
Tel:
+27 (0)11 520 7137
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