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1 Product definition 

1.1 The Scharf Small Cap Low Volatility Index 

1.1.1 The Scharf Small Cap Low Volatility Index (hereinafter, also referred to as the “Index”) is intended to 

measure the economic reality described below. 

1.1.2 The Index is designed to provide exposure to U.S. small-cap stocks that collectively have lower volatility 

than the overall U.S. small-cap equity market. The proprietary GuardianKat framework selects 

companies with lower stock price volatility, better earnings quality, and more favourable valuations 

relative to other small-cap stocks. The Scharf Small Cap Low Volatility Index is comprised of the top 100 

ranked stocks that meet these criteria.  

1.1.3 The Index is owned, provided and administered by Scharf Index Group, LLC, and calculated and 

distributed by Morningstar Indexes GmbH.  
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2 Governance 

2.1 Scharf Index Group, LLC 

2.1.1 Scharf Index Group, LLC (“Scharf”) is the index provider, owner, and administrator of the Scharf Small 

Cap Low Volatility Index.  

2.2 Morningstar Indexes GmbH 

2.2.1 Morningstar Indexes GmbH (“Morningstar Indexes”), a business unit of Morningstar, Inc., is the 

calculator of the Scharf Small Cap Low Volatility Index.  

2.3 Scharf Governance 

2.3.1 Scharf is responsible for the management of this methodology, for its continuing fitness for purpose, 

and therefore for any periodic amendments thereto.  

2.3.2 Methodology management is carried out by Scharf, which may involve internal personnel or 

consultation with external index experts, as appropriate. 

2.3.3 Scharf provides the necessary administrative and technical support to ensure effective governance of 

the Index and this methodology. 

2.4 Morningstar Index Services Methodology & Administration Committee 

2.4.1 The Morningstar Index Services Methodology & Administration Committee (hereinafter, referred to as 

“ISMA”) supervises Morningstar Indexes’ Index services calculation activities. 

2.4.2 The ISMA is composed of at least five voting members (including the chair) each of whom must be 

employed in the Morningstar Indexes team and have significant experience in index governance, 

regulations, research, methodology or calculations. 

2.4.3 The ISMA will meet at least monthly in person or by telephone. 

2.5 Morningstar Index Operations Committee 

2.5.1 The Morningstar Index Operations Committee (hereinafter, referred to as “OPS-Com”) governs the 

processes, systems and exception handling of the day-to-day management of the Indexes, including the 

implementation of index rebalancings and reconstitutions, restatements and contingency management. 

2.5.2 Where an Index-impacting event occurs the resolution of which is not clear from these rules, and that 

due to time constraints cannot be discussed with Scharf, as Index Administrator, the OPS-Com is 

empowered to decide on the most appropriate action to take to resolve the event. The action will be 

disclosed to the ISMA and Scharf for their review. 

2.5.3 The OPS-Com will consist of at least six voting members (including the chair) each of whom must be 

employed in the Morningstar Indexes team and have significant experience in index operations, 

methodology or calculations. 

2.5.4 The OPS-Com will meet at least monthly in person or by telephone. 
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2.6 Index Methodology Changes 

2.6.1 Scharf, ISMA and other stakeholders may, at any time, recommend changes to this methodology 

(including the Index construction criteria). Proposals can be sent to Morningstar Indexes using the 

contact details provided in Section 8. All proposals will be reviewed and considered by Scharf. 

2.6.2 Proposed rule changes that Scharf deems material will be publicly consulted on, according to the policy 

detailed within the Morningstar Indexes Methodology Change Policy. 

2.6.3 Except in exceptional circumstances, or as otherwise advised in any consultation, new rules and rules 

adjustments will become effective after the following periodic review of Index constituents and 

weightings. 

https://indexes.morningstar.com/docs/governance/methodology-change-policy
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3 Index construction 

3.1 Eligible securities 

Geographic Eligibility 

3.1.1 Securities must be incorporated in the U.S. and listed on one of the following U.S. exchanges: 

• New York Stock Exchange (NYSE) 

• NASDAQ Exchange (NASDAQ). 

Small-Cap Universe Definition 

3.1.2 The eligible universe consists of U.S. small-cap stocks, generally defined as companies ranked 

approximately between the 750th and 2250th by market capitalisation. The universe excludes the bottom 

10% least liquid securities based on 3-month average daily dollar volume and typically excludes Banks 

and Business Development Companies. 

3.2 Constituent Selection 

GuardianKat Framework 

3.2.1 Scharf applies the proprietary GuardianKat framework to evaluate all eligible securities on the basis of: 

• Earnings: Preference is given to stocks with better earnings quality. 

• Volatility: Preference is given to stocks with lower historical price volatility. 

3.2.2 From the securities meeting the GuardianKat framework criteria, the top 100 ranked securities based on 

Favorability Ratio are selected for inclusion in the Index. Favorability Ratio is a proprietary Scharf metric 

based on valuation relative to historical ranges. 

3.3 Constituent Weighting 

3.3.1 Index constituents are weighted according to their market capitalisation. 
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4 Quarterly review of the Index 

4.1 Timings 

4.1.1 The Index is reviewed quarterly, using the selection and weighting process described in Sections 3.2 and 

3.3. 

4.1.2 Dates applicable to reviews are detailed below: 

Date Name Definition 

Last U.S. business day 

of March, June, 

September and 

December  

Determination date Date on which data is collected for use in the 

Index review. 

3 U.S. business days 

following the 

Determination Date 

Review release date Date on which the results of the review are 

published to licensees. 

6 U.S. business days 

following the 

Determination Date 

Implementation date Date on which the results of the review are 

implemented in the Index. 

4.1.3 Where U.S. markets are closed on a determination date, review release date or implementation date, the 

previous day on which U.S. markets are open will be used instead of the indicated date. 
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5 Calculation of the Index  

5.1 Index versions calculated 

5.1.1 Price, total return and net total return versions of the Index are calculated. 

5.1.2 Closing Index values are published shortly after the close of U.S. markets. 

5.1.3 The Index is calculated in USD. 

5.2 Index formula & divisor calculations 

5.2.1 For details of the Index calculation formula and related processes, please refer to the Morningstar Equity 

Indexes Calculation Methodology. The Index is treated as a market capitalisation weighted index. 

5.3 Errors 

5.3.1 If an error is discovered in an Index value, Morningstar Indexes will follow the process outlined in the 

Morningstar Indexes Recalculation Guidelines. 

5.4 Corporate Actions and Events 

5.4.1 The constituents of the Index are proactively maintained to reflect changes that may result from 

corporate actions.  

5.4.2 The management of corporate events follows the processes and procedures outlined in the Morningstar 

Equity Indexes Corporate Action Methodology. The Index is treated as a market capitalisation weighted 

index. 

5.4.3 Constituents removed from the Index will not be replaced between reviews. 

5.5 Distribution  

5.5.1 The Index is published via various data vendors. Each vendor determines whether they will 

distribute/display the Index data via their respective information systems. 

  

https://indexes.morningstar.com/docs/calculation-and-methodology/equity-indexes-calculation-methodology
https://indexes.morningstar.com/docs/calculation-and-methodology/equity-indexes-calculation-methodology
https://indexes.morningstar.com/docs/governance/index-recalculation-policy
https://indexes.morningstar.com/docs/calculation-and-methodology/corporate-actions-methodology-standard
https://indexes.morningstar.com/docs/calculation-and-methodology/corporate-actions-methodology-standard
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6 Exceptions and amendments to these Rules 

6.1 Exceptions 

6.1.1 Morningstar Indexes shall apply the method described above for the composition and calculation of the 

Index. However, it cannot be excluded that the market environment, supervisory, legal, financial or tax 

reasons may require unforeseen changes to be made to the Index. Where possible, such changes will be 

made in conjunction with the ISMA and Scharf, and in all instances, reported to both.  

6.1.2 Wherever exceptions are required, Morningstar Indexes will endeavour to ensure a calculation method is 

applied that is as consistent as possible with the method described in this document.  

6.2 Amendments 

6.2.1 Scharf notifies users of the Index that whilst it is the policy of Scharf as administrator of the Index to 

consult fully on any material change to the Index, it is possible that circumstances, particularly external 

events beyond the control of Scharf and Morningstar Indexes, may necessitate immediate changes to, or 

the cessation of, the Index. Therefore, any financial contracts or other financial instruments that 

reference the Index, or any market participants that use the Index in valuations should plan to be able to 

manage the possibility of changes to, or cessation of, the Index. Please consult the Morningstar Indexes 

Methodology Change Policy and Morningstar Indexes Index Decommissioning Policy for further details.  

6.2.2 Scharf may prescribe changes to the selection criteria and other rules governing the Index and the 

method applied to calculate the Index, which it deems to be necessary and desirable in order to prevent 

material errors or to remedy, correct or supplement the rules currently described in this methodology 

document.  

6.2.3 Scharf shall notify all persons who have licensed the use of the Index as far in advance of such 

implementation as reasonably practicable and shall ensure that any amendments to the methodology 

are updated and published as soon as possible after any changes to the Index are implemented. 

  

https://indexes.morningstar.com/docs/governance/methodology-change-policy
https://indexes.morningstar.com/docs/governance/methodology-change-policy
https://indexes.morningstar.com/docs/governance/index-decommissioning-policy
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7 Data publication  

7.1.1 The composition of the Index, as well as the respective weightings of Index constituents is made 

available on https://indexes.morningstar.com/. 

  

https://indexes.morningstar.com/
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8 Contact details 
8.1.1 The Index calculator, Morningstar Indexes, can be contacted at indexes@morningstar.com. More 

information is available at https://indexes.morningstar.com/. 

mailto:indexes@morningstar.com
https://indexes.morningstar.com/
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9 Legal 

9.1.1 Scharf or any successor thereto (the “Index Owner”) owns intellectual property rights in the Scharf Small 

Cap Low Volatility Index and its methodology (excluding methodological elements not developed 

specifically for the creation of the Index). Any use or publication of such intellectual property, as well as 

of the Scharf trademark or any other Scharf-related methodologies, provisions or values must be with 

the prior written consent of the Index Owner.  

9.1.2 The Index Owner assumes no obligation, duty or liability to any person in relation to the Index save as 

provided in any written agreement with such person. The Index Owner makes no express or implied 

warranty as to:  

a) the advisability of purchasing or assuming any risk in connection with any transaction related to 
the Index; 

b) the levels at which the Index stands at any particular time on any particular date; 

c) the results to be obtained by any party from the use of the Index or any data included in it for the 
purposes of issuing securities or carrying out any financial transaction; 

d) any other matter. 

9.1.3 The Index Owner may assign the proprietary rights in the Index to a third party in its reasonable 

discretion. 

9.2 Licensing  

9.2.1 Licenses to use the Index as the underlying value for investment products and derivative instruments 

may be issued to stock exchanges, banks, financial services providers and investment houses by the 

Index Owner.  
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Morningstar Disclaimer 

In the event of any inconsistency between the text below and any version which is translated into any language 

other than English, the English version of the text (as set forth below by Morningstar) shall prevail.  

The index is proprietary to and administered by Scharf Index Group, LLC. Morningstar Indexes GmbH, or its duly 

appointed affiliate or successor, acting as Index Calculation Agent, does not sponsor, endorse, sell, or promote 

transactions or investments, that are linked to the index.  

Copyright © 2026 Morningstar. All rights reserved. Morningstar is a registered trademark of Morningstar. Scharf 

Index Group, LLC is a registered trademark of Scharf Index Group, LLC and Scharf Small Cap Low Volatility Index 

is a service mark or trademark of Scharf Index Group, LLC. The service/trademarks have been licensed to 

Morningstar, Inc. Redistribution, reproduction and/or photocopying in whole or in part are prohibited without 

written permission. This document does not constitute an offer of services in jurisdictions where Morningstar, 

Inc., Morningstar Indexes GmbH (collectively "Morningstar") do not have the necessary licenses. All information 

provided by Morningstar is impersonal and not tailored to the needs of any person, entity or group of persons. 

Past performance of an index is not a guarantee of future results.  

It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available 

through investable instruments based on that index. Morningstar 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. Neither Morningstar nor Scharf Index Group, LLC 

makes any assurance that investment products based on an index will accurately track index performance or 

provide positive investment returns. Morningstar is not an investment advisor, and Morningstar 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. Prospective investors are advised to make an investment in any such 

fund or other vehicle only after carefully considering the risks associated with investing in such funds, as detailed 

in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment 

fund or other vehicle. Neither Morningstar nor Scharf Index Group, LLC is a tax advisor. A tax advisor should be 

consulted to evaluate the impact of any tax-exempt securities on portfolios and the tax consequences of making 

any particular investment decision. Inclusion of a security within an index is not a recommendation by either 

Morningstar or Scharf Index Group, LLC to buy, sell, or hold such security, nor is it considered to be investment 

advice.  

These materials have been prepared solely for informational purposes based upon information 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 (collectively “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 Morningstar. The 

Content shall not be used for any unlawful or unauthorized purposes. Morningstar, Inc., its affiliates, Scharf Index 

Group, LLC and their third-party data providers (collectively “the Index Parties”) do not guarantee the accuracy, 

completeness, timeliness or availability of the Content. The Index 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. EACH OF THE INDEX 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 the Index 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.  
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Morningstar, Inc. and its affiliates keep certain activities of its business units separate from each other in order to 

preserve the independence and objectivity of their respective activities. As a result, certain business units of 

Morningstar, Inc. or its affiliates may have information that is not available to other business units. Morningstar, 

Inc. and its affiliates have established policies and procedures to maintain the confidentiality of certain non-

public information received in connection with each analytical process.  

In addition, Morningstar, Inc. and its affiliates provide 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. 

 


