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EXECUTIVE SUMMARY

MSCI is considering introducing limits aimed at reducing turnover resulting from the re-
assessment of the Segment Number of Companies at the time of the Semi-Annual Index
Reviews (SAIRs) of the MSCI Global Investable Market Indexes (GIMI).

Currently, there are no rules to limit increases in the Segment Number of Companies in
certain cases. The proposed enhancement would limit increases in the Segment Number of
Companies with the aim of reducing turnover by introducing analogous limits currently
applicable to markets where a reduction in the Segment Number of Companies is required.

The proposed limits intend to reduce the potential for high turnover when a significant
increase in the Segment Number of Companies (“NOC”) is required, while allowing for the

necessary adjustment to meet size and coverage requirements.

MSCI welcomes feedback from the investment community on the proposed enhancement.
MSCI will announce the results of the consultation on or before August 31, 2015.

Please note that this consultation may or may not result in the implementation of the
above mentioned methodological change.
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BACKGROUND: REMINDER ON SIZE AND COVERAGE INTEGRITY

In order to create size segments that can be meaningfully aggregated into composites, the
individual Market Size Segments need to balance the following two objectives:

Achieving Global Size Integrity by ensuring that, within a given size segment of a
composite index, only companies of comparable and relevant sizes are included across all
markets. This can be measured by looking at a size segment cutoff relative to a free float-

adjusted market capitalization coverage target based on the Global Investable Equity
Universe.

Achieving Consistent Market Coverage by ensuring that each market’s size segment is
represented in its proportional weight in the composite universe. This can be measured by

looking at a size segment cutoff relative to a consistent and comparable target size
segment coverage within each market.

It is not possible to achieve both of these objectives consistently and simultaneously across all

markets. In markets where both objectives cannot be met, achieving global size integrity is
prioritized.
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SIGNIFICANT TURNOVER DUE TO INCREASE IN SEGMENT NUMBER

OF COMPANIES

As the MSCI GIMI Methodology Example:

emphasizes size integrity while also MSCI China A Index November 2014 SAIR
targeting market coverage, adjustments
towards these two targets may require a
significant increase in the Segment
Number of Companies.

2,800.00 -+

................................... 8 Change in Segment
Number of Companies:
+112

. . . 2,300.00 4
Since increases in the Segment Number

of Companies have essentially no limits,

. Change in Number of
large moverne.nFs in market performance - ey Constituents: +84
can cause significant turnover.

Initial Market Cutoff

Turnover: 8.0%

As an example, during the November
2014 Semi-Annual Index Review for the 1.300.00 -
MSCI China A Index, an increase of 112
companies was required to meet size and
Coverage ta rgets as per the MSCI GIMI o 0.60 D.I65 0.70 0.75 0.80 0.85 0.90 0.95 1.00
Methodology. This required increase

pushed turnover to 8.0% during the

November 2014 SAIR.

Pro Forma Cutoff
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PROPOSAL

MSCI considers enhancing the current methodology by introducing analogous limits for increases in the
Segment Number of Companies (“NOC”) that is currently in place for the decreases (areas C and D in
below illustration).

As a result of the proposal, markets located above the size range (A) and below the coverage range (B)
may experience smaller changes in the NOC in comparison to the required adjustments under the
existing methodology.

These limits would result in adding fewer companies in markets where the size requirement has not yet
been met (A), and even fewer companies in the markets where the size requirement has been met but
is under-represented in terms of coverage (B).

Such limits would lower turnover for markets where a significant increase in NOC is required due to
large changes in market performance.

Proposed Enhancement

Proposal:

Size Within Apply the limits in the current
RangeT process for Segment Number
of Company decreases to the
increases.

Size and
Coverage
Range

\ )
M S C I .'; . / Coveragve Range - Decrease is required
_\_\./;_. - Increase is required 5




PROPOSAL DETAILS

MSCI proposes to limit NOC increases which
is analogous to the way we limit NOC
decreases outside of size and/or coverage
requirements. Proposed Enhancement

: If the initial market cutoff is above

1.15x GMSR: 1.15x GMSR
Add up to 5% of NOC (or 2 companies) B sk
If still above size, add all companies up to
20% of NOC to add at most 50% the FF & B
Mcap that lies between the Initial NOC < _| -
and 1.15x GMSR. 5| e Range
5% of NOC
(or 2 companies)
Area B: If the initial market cutoff is within 0.575x GMSR
the size requirement (i.e. Initial market — -
cutoff is between 0.575x GMSR and 1.15x
GMSR)
Add up to 5% of NOC (or 2 companies) \ Y :

Coverage Range
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IMPACT EXAMPLE: CHINA A

MSCI China A Index Size & Coverage Chart

e |If the proposal had been applied | Vv 2015 SAIR
to the MSCI China A Index during =" g sue oo /
the May 2015 SAIR, the results e S e
would have remained the same ~ *%°* Minimum;?m_,im,
since a 5% cap was already BAOSALA.
exceptionally applied to the 250000 -

MSCI China A Index at that time. Initial Cutoff________
200000 1 |(35F°/f g:;ffon NOC)

e This resulted in adding 33 L PECUtOf (NO.CaR) o Yoo
companies instead of 256 ssvoon [ osrmsmnsisnaes
companies to the NOC, which ™ 80, oo
lowered turnover to 6.8% 1,00000 .
instead of 13.0%. o oo

| _noc | coveraze | NoofConstituents

¢ HOWGVQF, thIS reSU|ted In 4 |OW€F Initial ~PF Change Initial PF Current PF Change

pro forma coverage of 73.2% Current
instead of the 80.0% coverage if Methodology =~ 661 917 +256 ~ 72.0% 80.0% 531 739 +208  13.0%
we had added all companies up Cappedby5% 661 694 +33 | 72.0% 73.2% 531 580 +49  6.8%

to the required increase as
currently stipulated in the
methodology.
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IMPACT EXAMPLE: NOC INCREASES ABOVE SIZE

The following shows the impact of the
proposed change to markets above the box
during the May 2015 SAIR:

* USA: No change. Adjustment to the box is
within 5% of NOC.

* China: No change. Adjustment to the box
is within 5% of NOC.

* Russia: No change. No other company
above 1.15x GMSR.

* Qatar: No change. No other company
above 1.15x GMSR.
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1.40

May 2015 SAIR

1.20 A, BT Ki-RU
1.00
0.80
0.60 toooooooedeooor oo e e e e e ed s
0.40
0.20
> Current
» ProForma
75.0% 80.0% 85.0% 90.0% 95.0% 100.0%
Current Initial Pro forma
NOC x GMSR NOC Coverage NOC x GMSR Coverage
us 629 1.20 647 86% 647 1.17 86%
CN 176 1.22 189 88% 189 1.15 88%
RU 22 1.21 22 98% 22 1.21 98%
QA 15 1.17 16 92% 16 1.17 92%




IMPACT EXAMPLE: NOC INCREASES WITHIN SIZE

The following shows the impact of the May 2015 SAIR
proposed change to markets to the left of the T
box during the May 2015 SAIR:
1.20
 Israel: No change. Cutoff is within 1.00
Proximity Area. A X
0.80 0]
* New Zealand: No change. No other e i I -=--
company above 0.575x GMSR. 0.40
0.20
* Thailand: No change. Just 1 company to o curent
add above 0.575x GMSR. : . ‘ . ——
40.0% 50.0% 60.0% 70.0% 80.0% 90.0%
e China A: No change. Increase in NOC has
already been Capped at 5% of NOC Current Initial Pro forma
exceptlona”y- NOC xGMSR ~ NOC Coverage NOC X GMSR  Coverage
IL 10 0.52 10 79% 10 0.52 79%
NZ 7 0.59 7 47% 7 0.59 47%
TH 37 0.61 38 79% 39 0.59 79%
CNA 641 0.83 661 72% 694 0.79 73%
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HISTORICAL IMPACT EXAMPLES

Historical Examples: Positions against the Size & Coverage

Historically, the proposed change would 1.20
have primarily impacted the MSCI China A 1.10 SHAL Y
Index. o e i@+ TH Nov-14
Initial NOC
The number of additions would have also 0.50 PFNOC®
. . (5% Cap) -
been reduced in the MSCI Thailand Index 0.80 :
in November 2014. 070 | Initial NOC
PF NOC Initial NOC ® PFNOC
0.60 (5% Cap) PENOC | (No-change)
PF NOC (5% Cap)
0.50 {No-change)
PF NOC
0.40 : : — (Nochange) : .
60% 65% 70% 75% 80% 85% 90% 95%

Historical impact of the proposal on the MSCI Global Standard Indexes

NOC Coverage No of Constituents
Review Date Methodolog Initial | Proforma|Change| Initial | Pro Forma | Current | Pro Forma| Change | Turnover

MSCI CHINA A

May 2010 Current Methodology 524 655 +131 74.6% 80.0% 443 547 +104 9.2%
Proposed Change (5% Cap) 524 550 +26 74.6%  75.6% 443 476 +33 5.7%

Nov 2014 Current Methodology 528 640 +112 63.4% 68.4% 445 529 +84 8.0%
Proposed Change (5% Cap) 528 554 +26 63.4% 64.7% 445 465 +20 4.0%

MSCI THAILAND

Nov 2014 Current Methodology 32 37 +5 77.3%  80.0% 29 32 +3 4.1%
Proposed Change (5% Cap) 32 34 +2 773%  78.7% 29 29 +0 1.5%
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DISCUSSION POINTS

Is it favorable to keep some markets above the size target for the benefit
of lower fluctuation of the segment number of companies, which could
potentially lead to lower turnover?

s it favorable to keep some markets below the target coverage/ under-
represented for the benefit of lower fluctuation of the segment number
of companies, which could potentially lead to lower turnover?

Is it favorable to apply a symmetrical limit to increases in the segment
number of companies as to decreases?

Is the proposed limit of 5% of number of companies for markets within the
size target but below target coverage appropriate?

Is the proposed limit of up to 20% of number of companies for markets
above the size target appropriate?
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BACKGROUND: REMINDER ON SIZE AND COVERAGE INTEGRITY

The intersection of these ranges specifies a Size and Coverage Target Area, as depicted below, which is
applicable for each of the three size segment indexes, namely the Investable Market Index, the Standard
Index, and the Large Cap Indexes.

During Semi-Annual Index Reviews, the Segment Number of Companies (NOC) is re-assessed by determining
the position of the respective Size-Segment’s Initial Segment Number of Companies in the Size and
Coverage Target Area below. An increase in the Segment Number of Companies is required to meet the Size

and Coverage Targets when:

the Market Size-Segment Cutoff derived from the Initial Segment Number of Companies is above the
Upper Boundary of the Global Minimum Size Range, or

the Market Size-Segment Cutoff is below the lower boundary of the Market Coverage Target Range*.

Full Market Capitalization

A
1.15x GMSR
GMSR

Size Range

0.575X GMSR
0.50X GMSR

MSCI

W

Nb. of Companies

N NN

R
a i

R

\\ Upper Size Range Boundaryi Proximity Area
et

oo

-

ey

oy

80% 85% 90%

Cumulative Free Float-Adjusted Market Coverage &\W Additions 1 No Changes

\ T
Y

Coverage Range

13
*Coverage Target Range is 80% to 90% for Standard Index



BACKGROUND: REMINDER ON CHANGES IN THE SEGMENT NUMBER

OF COMPANIES

In the current methodology, there are essentially no limits to the adjustment for increases
in the Segment Number of Companies (NOC), as shown below.

First, all companies above 1.15x GMSR are added (Curves D and E). If the lower boundary
of the Coverage Target Range has not yet been met (Curves A, B, and C), all companies
above 0.575x GMSR are added to meet the lower boundary of the Coverage Target Range
or until 0.575x GMSR is met.

Size Range —

L )
Y
Coverage Range
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SCENARIO ANALYSIS: UNDERPERFORMANCE VS WORLD

To illustrate the impact of the proposed process in future index reviews, the diagram below shows a
simplified scenario where the market underperforms the GMSR/ World Index while the market is within size
but below coverage.

Scenario 1 shows how the pro forma NOC will behave in the next index review after the market
underperforms and remains within size target. This results in another adjustment of 5% until we meet
the coverage target or size boundary.

Scenario 2 shows the pro forma NOC after a large market underperformance. This results in a decrease
in NOC which may result in coverage that is lower than the original point.

Scenario Analysis: Underperformance vs World

Scenario 1: Small
Underperformance

Scenario 2: Large
Underperformance

S 5% of NOC
~'~N~
0\\
RN 0.575x GMSR Below 0.5x GMSR:
o 0% 0.5x GMSR < EETEETRNINele

2. 20% of NOC or up

to 50% of the FF
Market Cap up to

0.5x GMSR
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SCENARIO ANALYSIS: OUTPERFORMANCE VS WORLD

The diagram below shows a simplified scenario where the market outperforms the GMSR/ World Index

while the market is still within size but above coverage.

Scenario 1 shows how the pro forma NOC will behave in the next index review after the market
outperforms and remains within size target. This results in another adjustment of -5% until we meet the

coverage target or size boundary.

Scenario 2 shows the pro forma NOC after a large market underperformance. This results in an increase
in NOC which may result in coverage that is higher than at our original point, but will still be closer to
the target coverage than compared to the current methodology, albeit farther from size.

Scenario Analysis: Outperformance vs World

1.15x GMSR | T

Scenario 2: Large

Outperformance

0.575x GMSR

Scenario 1: Small
Outperformance

For internal use only

Above 1.15x GMSR:
5% of NOC
20% of NOC or up

to 50% of the FF
Market Cap up to
1.15x GMSR

Within Size Target:
5% of NOC
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HISTORICAL EXAMPLE: MSCI CHINA A MAY 2010 SAIR

2,500.00 MSCI China A Index Size & Coverage Chart
May 2010 SAIR
If the proposal had been 2,300.00 - v
applied to the MSCI China A ) 100,00
Index during the May 2010 L I SUCUIE
. 1,900.00 -
SAIR, 26 companies would '
have been added to the NOC, 1,700.00 - ‘W
instead of 131 companies. 1500.00
This would have lowered the 1,300.00
turnover from 9.2% to 5.7%. 1,100.00 - 'nitialCutoff _ _ _ _ _ " ttal Cutoff | e e
PF Cutoff Capped by 5%)
. 900.00 -+
However, this would have also PF Cutoff (No Cap) 0.5x GMSR
. 700.00 T T T T ]
reSUIted In a Iower.pro forma 0.60 0.65 0.70 0.75 0.80 0.85 0.90 0.95
coverage of 75.6% instead of
the 80% ta rget, Historical impact of the proposal on the MSCI China A Index
IR N 0 P
Methodolog Initial |Proforma|Change| Initial |Pro Forma| Current |Pro Forma|Change|Turnover
Current Methodology 524 655 +131  74.6% 80.0% 443 +104 9.2%
Proposed Change (5% Cap) 524 550 +26  74.6% 75.6% 443 476 +33 5.7%



HISTORICAL EXAMPLE: MSCI CHINA A NOV 2014 SAIR

If the proposal had been MSCI China A Index Size & Coverage Chart
applied to the MSCI China A 300000 1 November 2014 SAIR
Index during the November 280000 L R e+ e
2014 SAIR, 26 companies 2,600.00 -
would have been added to 240000 .Global Minimum size Reference ko
the NOC, instead of 112 o
companies. 2,200.00 -

2,000.00 -
This would lower turnover 1,800.00
from 8.0% to 4.0% during this 1600.00 - TR T S—
penod. 140000 - v PF Cutoff (Capped by 5%)

0.575x GMSR

However, this would also 120000 —orsoesinesnennennensennnes Mg o
result in a lower pro forma 1,000.00 | . . . . .

. 60% 65% 70% 75% 80% 85% 90% 95%
coverage of 64.7% instead of

N .
the 68.4% coverage if we had Historical impact of the proposal on the MSCI China A Index

added all companies up to the

q | d . h Methodolog Initial |Proforma|Change| Initial |Pro Forma| Current |Pro Forma|Change|Turnover
sti pU ated In the Current Methodology 528 +112  63.4% 68.4% 445 529 +8 8.0%
methodology. Proposed Change (5% Cap) 528 554 +26 63.4%  64.7% 445 465 +zo 4.0%
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HISTORICAL EXAMPLE: MSCI THAILAND NOV 2014 SAIR

3,500.00 - MSCI Thailand Index Size & Coverage Chart
If the proposal was applied to November 2014 SAIR
the MSCI Thailand Index
. 3,000.00 -
during the November 2014
AISXEMR e e e e e i

SAIR, only 2 companies would

have been added to the NOC 220000 7 Gional winimum size Reference, s keeeeeeeeeeeeeeeeeee e
instead of 5 companies. kit deteteteleedeterte . oot ettt btttk

2,000.00 - PF Cutoff (Capped by 5%) :

1
This would lower turnover |
from 4.1% to 1.5% during this 1,500.00 orcuoftiNoCap) A4 vy
period. b..5.7.5‘X.G.'</|‘S.R ........................... [
e st
. 1,000.00 : : : -

However, this would have also 0.65 0.70 0.75 0.80 0.85 0.90 0.95

resulted in a lower pro forma
Historical impact of the proposal on the MSCI Thailand Index

coverage of 78.7% instead of
—-
0,
the SOA) ta rget- Methodolo, Initial |Proforma|Change| Initial |Pro Forma| Current |Pro Forma|Change|Turnover

Current Methodology +5 77.3% 80.0% 29 +3 4.1%
Proposed Change (5% Cap) 32 34 +2 77.3% 78.7% 29 29 +0 1.5%
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For more than 40 years, MSCI’s research-based indexes and analytics have
helped the world’s leading investors build and manage better portfolios.
Clients rely on our offerings for deeper insights into the drivers of
performance and risk in their portfolios, broad asset class coverage and
innovative research.

Our line of products and services includes indexes, analytical models, data,
real estate benchmarks and ESG research.

MSCI serves 98 of the top 100 largest money managers, according to the
most recent P&l ranking.

For more information, visit us at www.msci.com.
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This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect
suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only. The Information may not be modified, reverse-engineered, reproduced
or redisseminated in whole or in part without prior written permission from MSCI.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, software, or in
connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI
data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO
THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS 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 and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct, indirect, special, punitive, consequential
(including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any
liability for death or personal injury to the extent that such injury results from the negligence or willful default of itself, its servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past performance does not guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. All Information is impersonal
and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index. MSCI does not issue,
sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related
to the performance of any MSCI index (collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an
investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, 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 Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested performance results and actual results subsequently achieved by
any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc.,
clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research Inc. and Barra LLC, may be used in calculating certain MSCI indexes. More information can be found in the relevant index methodologies on www.msci.com.

MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor Relations
section of www.msci.com.

MSCI ESG Research Inc. is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG Research, neither MSCI nor any of its products
or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCI’s products or services are not 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. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or suppliers to MSCI, and
may also purchase research or other products or services from MSCI ESG Research. MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the
United States Securities and Exchange Commission or any other regulatory body.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD, FEA, InvestorForce, and other MSCI brands and product names are the trademarks, service marks, or registered trademarks of
MSCI or its subsidiaries in the United States and other jurisdictions. 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.
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