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C o n s u l t a t i o n  -  C u r r e n t  T r e a t m e n t  o f  
S p i n - O f f s  w h e r e  t h e  S p u n - O f f  S e c u r i t y  
D o e s  N o t  T r a d e  o n  t h e  e x - d a t e  

 
OBJECTIVE 
 
MSCI is consulting on the current treatment of spin-offs where the spun-off security does not trade on the 
ex-date, and where an indicative price is available.  
 
BACKGROUND 
 
Currently, in the cases of spin-offs, MSCI applies a Price Adjustment Factor (“PAF”) based on the terms of 
the spin-off event to the parent security on the ex-date when the ex-date coincides with the first trading day 
of the spun-off security. The spun-off security may or may not be added to the index on the close of its first 
trading day, depending on whether it meets the criteria for addition.  
 
However, there have been several cases whereby the spun-off security is not traded on the ex-date.  In such 
cases, the following describes MSCI’s current treatment:  
 

• MSCI applies a PAF to the parent security based on PAF = P(t-1) / P(t), effectively freezing the 
performance of the security on the ex-date. 

• As of the close of the ex-date, a dummy security termed as the detached security is added to the 
same index family as the parent security, with the same number of shares, FIF/DIF, VIF and GICS. 
The price of the detached security will be the difference between the closing price of the parent on 
the cum-date and on the ex-date. This cum-ex price will be maintained until the spun-off security 
commences trading. The market capitalization of the detached security therefore represents the market cap decrease 
of the parent security on the ex-date, and is a proxy for the market cap of the spun-off security.  

• At the open of the first trading day of the spun-off security, a PAF is applied to the detached 
security based on the terms of the spin-off event and the price of the spun-off security will be used 
for the detached security. The detached security will show a performance on that day reflecting the difference 
between the cum-ex price and the actual price of the spun-off entity. The frozen performance on the ex-day is recovered 
on that day.  

• As of the close of the first trading day of the spun-off security, the detached security will be deleted 
from the indices and the spun-off security will be added (if applicable). 

 
PROPOSAL FOR DISCUSSION 
 
This consultation seeks feedback on whether to use an indicative price (when available) rather than the cum-
ex price when a spun-off entity does not trade on the ex-date. 
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AN ILLUSTRATION - TELEFONICA SPINS OFF ANTENA 3 
 
In the below illustration, the indicative price for the spun-off security was available in the company 
prospectus and a comparison is now made in terms of the treatment of the spin-off event.  
 
Telefonica from Spain spun-off Antena 3. An indicative price of EUR25.2 was given for Antena 3.  
 
The ex-date of the spin-off event was 22 Oct, 2003 and the first listing day of the spun-off security, Antena 
3, was 29 Oct, 2003.  
 
Terms of Spin-off    : 1 Telefonica share: 0.0034 Antena 3 share 
Price of Telefonica 21 Oct, 2003  : EUR 10.62 
Price of Telefonica 22 Oct, 2003  : EUR 10.42 
Listing Price of Antena 3 share 29 Oct, 2003 : EUR 27.25 
 
Comparison of Implementation between using Cum-Ex Price and Indicative Price 
 

Implementation Based on MSCI’s Current Treatment
 (Using Cum-Ex Price)

Based on Alternative Treatment 
(Using Indicative Price)

PAF applied on Parent Security Telefonica 
on 22 Oct, 2003 PAF = [P(t-1)] / [P(t)] = 1.0192

PAF = [P(t) + Official Indicative Price * Spun Off Shares 
Issued / Shares Before] / [P(t)] 
= 10.42 + 25.2*0.0034 / 10.42 
= 1.0082

Price used for Detached Security Added
on 23 Oct, 2003 Cum-Ex Price = EUR 0.2

Adjusted Indicative Price (based on spin-off terms)
= EUR 25.2*0.0034 
= EUR 0.0857 

PAF applied on Detached Security
on 30 Oct, 2003 PAF = 0.0034 PAF = 0.0034

Price of Antena 3 Added on 30 Oct 2003 EUR 28.75 EUR 28.75

Impact of Price used for Detached Security
(Detached Security Market Cap/Index 
Market Cap as of 22 Oct, 2003)

0.42% 0.02%

 
 
Comparison of Spain Index Performance during period between 22 to 29 October, 2003 
 
Date Cum-Ex Price Indicative Price

22-Oct-03 0.20% 0.48%
23-Oct-03 0.45% 0.45%
24-Oct-03 -0.15% -0.15%
27-Oct-03 -0.92% -0.92%
28-Oct-03 -0.26% -0.27%
29-Oct-03 0.16% -0.11%
30-Oct-03 -1.32% -1.32%

Total -1.83% -1.84%  
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QUESTIONNAIRE 
 
1) Based on the current MSCI treatment for a spun-off security that does not trade on the ex-date, do you 

have any feedback on the current implementation of the spin-off event with regards to the PAF applied 
on the parent entity? 

 
2) If an official indicative price - defined as the expected market price of the spun-off entity on the first 

listing day given by the company or by the stock exchange - is available, how would you respond to 
using the official indicative price to determine the PAF applied on the parent entity and as the price of 
the detached security?  

 
3) Presently, what do managers consider as a fair value of the spun-off entity not yet quoted? Do you use 

the cum-ex price as defined by MSCI or do you use other forms of an official indicative price (if 
available)?  

 
4) Apart from the official indicative price given by the company or stock exchange, what other estimated 

prices (e.g., brokers’ estimates, net asset values, net tangible asset, book values, etc.) would be acceptable 
to determine the PAF applied on the parent entity and as the price of the detached security?  

 
 
Please note that this consultation is intended solely to obtain information from market participants 
and may or may not lead to any changes in MSCI’s current index methodologies.  If MSCI 
determines to make any change, MSCI will make a public announcement in advance of the 
change. 
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Notice and Disclaimer 

Copyright © 2005 by Morgan Stanley Capital International Inc. ("MSCI").   All rights reserved. 

This document and all of the information contained in it, including all text, data, graphs, charts and all other 
information (collectively, the “Information”) may not be reproduced or redisseminated in whole or in part without 
prior written permission from MSCI.  Any use of MSCI indices, data or other information requires a license from 
MSCI.  The Information is for informational purposes only and does not form a part of the terms or conditions of any 
agreement you have or may enter into with MSCI.  The Information may not be used to verify or correct other data, to 
create indices, or in connection with offering, sponsoring, managing or marketing any securities, portfolios, financial 
instruments or products.   

None of the Information constitutes an offer to buy or sell, or a promotion or recommendation of, any security, 
financial instrument or product or trading strategy, and MSCI does not endorse, approve or otherwise express any 
opinion regarding any issuer, securities, financial products or instruments or trading strategies that may be described 
or mentioned herein.  Further, none of the Information is intended to constitute investment advice or a 
recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.   

The user of the Information assumes the entire risk of any use it may make or permit to be made of it.  In particular, 
historical data should not be taken as an indication or guarantee of any future performance, analysis or prediction.  
NEITHER MSCI, ANY OF ITS AFFILIATES OR ANY OTHER THIRD PARTY INVOLVED IN MAKING OR 
COMPILING ANY OF THE INFORMATION MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR 
REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY 
THE USE THEREOF), AND MSCI, ITS AFFILIATES AND EACH SUCH OTHER THIRD PARTY HEREBY 
EXPRESSLY DISCLAIM ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY 
IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, 
COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT 
TO ANY OF THE INFORMATION.   

Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any other third party involved in 
making or compiling any of the Information have any liability regarding any of the Information for any direct, indirect, 
special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such 
damages. 

Morgan Stanley Capital International, MSCI®, ACWI, EAFE® and all other service marks referred to herein are the 
exclusive property of MSCI or its affiliates.  The Global Industry Classification Standard (GICS) was developed by and 
is the exclusive property of MSCI and Standard & Poor’s.  “Global Industry Classification Standard (GICS)” is a service 
mark of MSCI and Standard & Poor’s.  All MSCI indices are the exclusive property of MSCI and may not be used in 
any way without the express written permission of MSCI. 

 
 
 


